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Direct Testimony of Frank Radigan
Arizona Public Service Company
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1 EXECUTIVE SUMMARY

2

3

4

Arizona Public Service Company ("APS" or "Company") is an Arizona Corporation, and for
profit, certificated Arizona public service Corporation that provides electric utility service to
various communities throughout Arizona. On June 1, 2016, APS filed an application with
the Arizona Corporation Commission ("Commission") for a permanent rate increase. APS
provides electric service to more than 1.2 million customers in Arizona and is located at
400 North 5th Street, Phoenix, Arizona 85004.

5

6

7

The Company utilized a test year ended December 31, 2015. The Company-proposed
rates, as filed, produce total operating revenue of $3.480 billion an increase of $433.4
million over adjusted test year revenue of $3.047 billion. The Company-proposed revenue
will provide operating income of $550.5 million a 5.84% rate of return on its proposed
$9.98 billion fair value rate base ("FVRB").

8

9

10

11

APS proposes to increase net base rate revenues by $165.9 million, which would increase
the amount of net revenue APS currently collects from customers by 5.74%. APS also
seeks to transfer to base rates $267.6 million that is currently collected in adjustor
mechanisms. Because this amount is already reflected in customers' bills, however,
transferring these dollars into base rates is revenue neutral and therefore not included in
the $165.9 million cited above. Including the transferred adjustor mechanism revenue, the
gross base rate revenue requirement increase is $433.4 million, or 15%.

12

13

14
RUCO recommends allowing all adjustor revenues

15

The Residential Utility Consumer Office ("RUCO") recommends rates that produce total
operating revenue of $3.295 billion an increase of $243 million from the RUCO-adjusted
test year revenue of $3.052 billion. RUCO's recommended revenue will provide operating
income of $485.6 million and a 5.36 percent return on the $9.655 billion RUCO-adjusted
FVRB (see RUCO Schedule FWR-1 )
to be transferred to base rate which results in RUCO's recommended net base rate
decrease of $24.6 million.

i

16
Other Items:

17
RUCO recommends denial of the requested Ocotillo Deferral at this time.

18

19
RUCO recommends denial of the requested Four Corners Deferral and Step Increase at
this time.

20 RUCO recommends denial of the requested Property Tax Deferral at this time.

21 RUCO recommends denial of the proposed changes to Lost Fixed Cost Recovery
Mechanism ("LFCR").

22
recommends approval to the proposed changes to the Environmental Improvement

23
RUCO
Surcharge ( ElS"), the Transmission Cost Adjustor ("TCA") and the Power Supply Adjustor
("PSA").

24

-ii-



Direct Testimony of Frank Radigan
Arizona Public Service Company
Docket No. E-01345A-16-0036

1 INTRODUCTION

Q. PLEASE STATE YOUR FULL NAME, ADDRESS, AND OCCUPATION.2

3 A.

4

5

6

My name is Frank W. Radigan. I am a principal in the Hudson River Energy Group,

a consulting firm providing services in electric, gas and water utility industry matters,

and specializing in the f ields of  rates, planning and utility economics. My off ice

address is 235 Lark Street, Albany, New York 12210.

7

PLEASE DESCRIBE THE HUDSON RIVER ENERGY GROUP.Q.8

g A.

10

11

12

13

14

15

16

17
|
I
I
I 18
I

i 19

20

21

The Hudson R iver  Energy Group ( "HREG")  is  an engineer ing consult ing f i rm

specializing in the f ields of rates, planning, economics and utility operations for the

electric, natural gas, steam and water utility industries. HREG was founded in 1998

and has sewed a wide variety of  c lients including municipal utilities, government

agencies, state commissions, consumer advocates, law firms, industrial companies,

power companies, and environmental organizations. HREG conducts rate design

and cost of service studies, and designs performance based rate plans. HREG also

ass is ts  c lients  in handling the complexities  of  deregulation and res truc tur ing,

including Open Access Transmission Tarif f  pricing, unbundling of rates, resource

adequacy, transmiss ion planning polic ies  and power supply. Dur ing HREG's

existence, we have proffered our expertise before the Federal Energy Regulatory

Commis s ion ( "FERC" o r  "Commis s ion")  and a  la rge  number  o f  s ta te  ut i li ty

regulatory commissions across the country.

22

23

24
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Direct Testimony of Frank Radigan
Arizona Public Service Company
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PLEASE SUMMARIZE YOUR EDUCATION AND BUSINESS EXPERIENCE?1 Q.

i

i

i
i

2 A.

3

4

5

6

I received a Bachelor of Science degree in Chemical Engineering from Clarkson

College of Technology in Potsdam, New York (now known as "Clarkson University")

in 1981. I received a Certificate in Regulatory Economics from the State University

of New York at Albany in 1990. From 1981 through February 1997, I served on the

Staff of the New York State Public Service Commission ("NYPSC") in the Rates and

7 System Planning sections of the Power Division. My responsibilities included,

8

g

10

11

resource planning and the analysis of rates, depreciation rates and tariffs of electric,

gas, water and steam utilities in the state. These duties also encompassed rate

design, performing embedded and marginal cost of service studies, as well as

depreciation studies.

12

I13 Before leaving NYPSC, was responsible for directing all engineering staff during
l

\
l

l

l14 major proceedings, including those relating to rates, integrated resource planning
l
l
i15 and environmental impact studies. In February 1997, I left NYPSC and("IP")

16

17

joined the firm of Louis Berger & Associates as a Senior Energy Consultant. In

December 1998, I formed my own consulting firm.

18

19 In my 34 years of experience, I have testified as an expert witness in utility rate

20

21

proceedings on more than one hundred occasions before various utility regulatory

bodies, including:

22

the Arizona Corporation Commission, the Connecticut

Department of Public Utility Control (now the Connecticut Public Utilities Regulatory

23

24

Authority), the Delaware Public Service Commission, the Illinois Commerce

Commission, the Kentucky Public Service Commission, the Maryland Public Service

-2-
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1

2

3

4

5

6
l
i
i

7

8

9

10

Commission, the Massachusetts Department of Telecommunications and Energy,

the Michigan Public Service Commission, the Mississippi Public Service

Commission, NYPSC, the New York State Department of Taxation and Finance, the

Nevada Public Utilities Commission, the North Carolina Utilities Commission, the

Pennsylvania Public Utility Commission, the Public Service Commission of the

District of Columbia, the Public Utilities Commission of Ohio, the Rhode Island

Public Utilities Commission, the Vermont Public Service Board, and the FERC.

Currently, I advise a variety of regulatory commissions, consumer advocates,

municipal utilities, and industrial customers concerning rate matters, including

wholesale electricity rates and electric transmission rates. A summary of my

11 professional qualifications and experience, including a listing of cases in which I

12 have proffered testimony, is attached as Attachment FWR-1 .

13

14 ON WHOSE BEHALF ARE you TESTIFYING IN THIS PROCEEDING?Q.

15 A. I am testifying on behalf of the Residential Utility Consumer Office ("RUCO").

16

WERE YOUR TESTIMONY AND EXHIBITS PREPARED BY you OR UNDER17 Q.

18 YOUR DIRECT SUPERVISION AND CONTROL?

A.19 Yes, they were.

20

SCOPE OF TESTIMONY21

22 WHAT IS THE SCOPE OF YOUR TESTIMONY IN THIS PROCEEDING?Q.

23 A. I have been asked to review the engineering justification and rate making need for

certain revenue requirement aspects of the Arizona Public Service Company's ("APS"24

-3-



Direct Testimony of Frank Radigan
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l

i

or "the Company" or "the Utility") rate request. I am also presenting RUCOs

recommended revenue requirement which include my proposed adjustments as

well as reflecting the recommending Return on Equity and Fair Value Increment

being recommended by RUCO witness John Cassidy.

HAVE you PREPARED SCHEDULES AND OTHER ATTACHMENTS IN

SUPPORT OF YOUR RECOMMENDATIONS?

Yes, I have prepared three attachments and the standard schedules where RUCO

had changes to the Company's presentation and they are:

Attachments

I

Attachment FWR-1 - Resume of Frank W. Radigan

Attachment FWR~2 - APS Responses to Discovery on Edison Electric

Institute Dues - Confidential

Attachment FWR-3 - APS Responses to Discovery on Director and Officers

Liability Insurance

Attachment FWR-4 - APS Response to Discovery on Mechanics of Ocotillo

Deferral Mechanism

Schedules

- RUCO Schedule A-1

- RUCO Schedule B-1

- RUCO Schedule B-2

- RUCO Schedule C-1

RUCO Schedule C-2

Schedule FwR-1

Schedule F\NR-2

Schedule FWR-3

Schedule FWR-4

Schedule F\NR-5

1

2

3

4

5

6 Q.

7

8 A.

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24
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Direct Testimony of Frank Radigan
Arizona Public Service Company
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1 SUMMARY OF TESTIMONY

PLEASE SUMMARIZE YOUR TESTIMONY.2 Q.
3 A.

4

5

6

7

8

g

My testimony addresses f ive areas: 1) the overall revenue requirement being

proposed in the case by RUCO, 2) the Company's proposal to include 18 months of

post test plant additions in the calculation of  the revenue requirement, 3) the

Company's depreciation study and proposed depreciation rates, 4) the appropriate

sharing percentage between ratepayers and shareholders for Edison Electr ic

Institute dues and Directors and Officers liability insurance and 5) , the Company's

proposed deferral mechanisms and changes to various adjustor mechanisms

(LFcR, Els, and TcA).10

11

12

13

14

15

16

17

18

19

20

2 1

22

23

The Company's f iling seeks all of the same issues/tenms that it was given in the

settlement of its last rate case (Docket No. E-01345A-11-0224) including the LFCR,

modification of the ElS, 18 months of post-test year plant additions (as opposed to

15 mos. in the last case) and a property tax deferral (Company witness Lockwood

Direct at 3-4). Other adjustment mechanisms such as the Power supply Adjustor

(PSA) and the Transmission Cost Adjuster (TCA) were strengthened (Ibid), and

finally, the Commission allowed the 'Company's investment in an additional share of

Four Corners to be included in rates in at the end of  2014 (Ibid). All of  these

provisions of the settlement gave the Utility enhanced cash flow and strengthened

its balance sheet. In return for all these advantages to the Utility the Company was

able to cut costs and remain out of the rate case environment for five years instead

of  the four that was mandated by the settlement. In this case, however, the

Company does not of fer  anything to ratepayers for  the requested f inanc ial24
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1

2

3

4

5

6

7

8

9

10

protections. In the last case, it agreed to reduce its requested return on equity by

100 basis points, not to file a rate case for four years (thereby encouraging the

Utility to control costs) and no base rate increase. Here, the Utility seeks a 10.5%

return on equity (50 basis points higher than agreed to last time), no stay out

provision and a 15% rate increase which equates to a 2.8% per annum increase

since the last rate case and well above the 1.5% per annum increase in the CPI

over the last five years. This last point is particularly important as one need to

openly realize that the adjustor mechanisms act as automatic rate increases so they

tend to phase the increase over time and not eliminate it. Now, the Company seeks

to further strengthen its balance sheet and cash flows but gives no assurance that it

11 will not file for a rate increase in the near future. In sum, the filing as presented

12

13

14

15

16

17

18

19

20

offers ratepayers less than what they had under the previous settlement and

therefore many of the aspects the Company seeks should not be allowed to be put

in place as they are more appropriate as a part of a balanced multi-year rate plan

that gives something to both ratepayers and the Utility. Moreover, even if the Utility

were offering a long term rate plan, with the fact changing aspects of power delivery

due to the impact of the introduction of LED l ights and the phase out of

incandescent bulbs, roof top solar, the closure of coal plants, and advances in wind,

long term rate plans may not be an attractive option for either ratepayers or the

Utility.

21

22

Imechanisms and the modifications to the LFCR.23

Based on the discussion above, I recommend rejection of all proposed deferral

recommend rejection of the

24 proposed 18 months of post-test year plant and instead only allow 6 month of post-
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1

2

3

4

5

test year plant, as the Company has not shown it meets the Commission's stated

metric for inclusion of such a generous allowance. I recommend two changes to the

Company's depreciation study with one adjustment to a recommended average

service life and a rebalancing of depreciation reserves from the over-recovery of

reserve in nuclear production and use it to offset the increase due to the under-

6

7

recovery of reserves at Cholla plant where two units are still in operation, the

Ocotillo Steam Units, the Red Rock Combined Cycle Unit, and the stranded costs

8 I also recommend that theresulting from the retirement of Unit 2 at Cholla.

9

10

expenses for Edison Electric Institute dues and Directors and Officers liability

insurance be shared 50/50 between ratepayers and shareholders instead of the

l

11

12

13

14

100/0 sharing proposed by the Company as these expense items benefit both

shareholders and ratepayers alike. My testimony gives more detailed reasoning

and explains the components of the various adjustments. The overall rate request

by APS and that recommended by RUCO are presented below.

15

16 Overview of Rate Increase ($ in Millions)

17 _
18

19

APS

$433.434

$267551

$164883

Total Rate Increase

Less Adjustors Already in Effect

Net Customer Bill Impact

RUCO

$242,970

$267551

($24,581 )20

21

22

23

24
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POST TEST YEAR PLANT1

WHAT IS THE COMPANY PROPOSING WITH RESPECT TO POST TEST2 Q.

YEAR PLANT ADDITIONS?3

4 A.

5

6

7

8
l

9

10
1

l
i

11

12

1
l

1

13

14

15

16

17

18

19

20

21

22

23

24

APS witnesses John Lukas (Fossil), John Cadogan (Nuclear), Jacob Tetlow

(Distribution and IT/Facilities), Stacy Derstine (Customer Service), and Scott

Bordenkircher (Renewables, Microgrid and Technology Innovations) address the

details of the Company's capital investments by functional area in their respective

testimonies. The Company is proposing to include plant additions that go into

service after the Test Year, but before new base rates are expected to be in effect

(January I, 2016 to June 30, 2017). APS witness Elizabeth Blankenship covers the

mechanics of the pro-forma adjustment. As explained by witness Blankenship, the

forecast plant in service cost of each project that is expected to go into service prior

to July I, 2017 was compiled by functional area (fossil generation, nuclear

generation, distribution, general and intangible plant, renewables, modem grid,

technology innovation, and customer service). For the rate base adjustment, CWIP

was removed from the pro-forma and replaced with the forecast post- test year plant

additions. Annual accumulated depreciation and amortization, net of accumulated

deferred income taxes and tax credits (where applicable) were offset against the

post-Test Year plant additions adjustment. The sum of the forecast plant in service

costs, less accumulated depreciation and deferred income taxes, were calculated

by functional unit and included in the Rate Base pro forma adjustments and they

increase Rate Base at December 31, 2015 by $295,082,000 (see Blankenship

Direct at pages 27-28, Attachment EAB-18DR and SFR Schedule B-2, pages 1 and

2, columns 2 to 6). On the income statement depreciation expense, property taxes
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i

and income taxes were also calculated by functional area and reflected in the

Company's pro-forma income statement (See Blankenship at pages 27-28 and

Attachment EAB-l9DR and SFR Schedule C-2, pages 1 and 2, columns 1-5). l

l
l

l
l

l

i

Q. WHAT IS THE IMPACT OF THE COMPANY'S PROPOSAL TO INCLUDE POST

TEST YEAR PLANT ADDITIONS IN THE REQUESTED REVENUE

REQUIREMENT?
l

As explained by Company witness Snook, the Company is seeking a base rate

revenue increase of $433,434,000 and that amount includes a $267,551,000

increase in rates, resulting from moving various adjustor amounts from the

respective adjustor mechanisms into base rates. These adjustor transfers are

revenue neutral and do not change the amount collected on customer's bills it only

changes where the amounts will be collected (Snook Direct at page 3). As such,

the rate case can be seen as an increase in customer's rates of $165,883,000 As

can be seen from the table below, the request for 18 months of post-test year plant

additions are quite substantial in both relative terms and with respect to the

overall rate case.

I

i

1

2

3

4

5

6

7

8 A.

g

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24
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1 APS - Detail and Revenue Requirement Impact of Requested Post Test Year Plant Additions
(soon)

2
Total Rate

Base
Total

Additions

Less: Acc um.
Gross Pint Depr. and

in Service Amor.
Net Plant Less:
m Service DeductionsFunctional Plant AreaLine No.

3

4
s
s
s
$

$
s
s
s

I
2
3
4

s
s
s
s

$(57746) $(I 9967) s
s 49, 667 s 1, 583 s
s  8 7 1 2 8  s  1 1 6 7 2  s
$ 1 1 4 4 3 5  s  6 4 2 6  s

(37779)
48,084
75456

108,009

218381
74294

383258
6 0 5 0

160635
123961
470,386
120485

5

Fossil
Nuclear
Dislrbutbn and IT/Facilities
Customer Service
Renewables Microgrid and
Technology Innovation5

6 = S u m
Lines  15 Total Conlpany6

7 s
s

s
s

s
s

8,915
2 2 9 5

s 24244
s  9 4 2 0

6876
1,118

7
8
9
10

8

s  2 3 8 5 0 9 s 5 0 8 3 0  $ 1 8 7 6 7 9 s  9 3 3 9 1 s 7 0 2 4 s 101,312

s  1113976 s 732813 s 381163 s 93105 s 7024 s 295,082

s 38757
2008 s  12048 s 54091

866 s 2 3 5 3 s 16052
s 108,900

66%

Rate Base Rev. Req.
Dcprechtbn Expense
Property Tax Expense
Total Revenue Requirement
% oRate Increase /l

/I Based on APS Request ofSl65883000
g

10

WHAT IS THE COMMISSION'S POLICY WITH RESPECT TO POST TESTQ.11

YEAR PLANT?12

As stated in Decision No. 67279, the Commission considers whether the inclusion if13 A.

post-test year plant is appropriate on a case-by-case basis.' There the Commission
14

summarized its policy by stating it has allowed the inclusion of post-test year plant15

in circumstances where the new plant is revenue neutral and there is no evidence of16

material mismatch between revenue and expenses and where the post-test year
17

plant is required for system reliability or to provide adequate service (Ibid).18

19
i

i

20

21

22

2 3

1
2 4 Docket No. WS-02676A-03-0434 - In the matter of the Application of Rio Rico Utilities Inc. for permanent

increases for water and wastewater utility service, Decision 67279, at 6.
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1 I believe the best description of the Commission's guiding principles is that used in

2 Decision No. 714102. There the Commission explained that its rules require the end i

3 of the test year, which is the one-year historical period used in determining rate

4 base, operating income and rate of return, to be the most recent practical date

5 available prior to the filing (Ibid at page 19). The Commission noted that a utility has

6 the freedom to choose a test year that includes all major rate base and operating

7 income items needed to support its rate application, and to include pro forma

8 adjustments to its chosen test year (Ibid at page 20). The Commission further noted

9 that matching is a fundamental principle of accounting and rate making, and the

10 absence of matching distorts the meaning of, and reduces the usefulness of,

11 operating income and rate of return for measuring the fairness and reasonableness

12 of rates (Ibid).

13

14 in that case, the Commission adopted several Staff adjustments in the case to

15 remove proposed post-test year plant additions from the rate setting process. In its

16 direct testimony in the case, Staff explained that the matching principle is the reason

17 that the Commission has allowed inclusion of post-test year plant in rate base only

18 in special and unusual situations, which could be summarized as follow:

19

20
0

221

22

23

Docket No. W-01303A-08-0227 - Application of Arizona-American Water Company, an Arizona
Corporation, for a determination of the current fair value of its utility plant and property and for increases in
its rates and charges based thereon for utility service by its Agua Fria Water District, Havasu Water
District, Mohave Water District, Sun City West Waste District and Tubac Water District and Docket No.
SW-01303A-08-0227 - Application of Arizona-American Water Company, an Arizona Corporation, for a
determination of the current fair value of its utility plant and property and for increases in its rates and
charges based thereon for utility service by its Mohave Wastewater District Decision No. 71410.

24
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1

2

3

4

5

1) when the magnitude of the investment relative to the utility's total

investment is such that not including the post-test year plant in the cost of

service would jeopardize the utility's financial health;

2) the cost of the post-test year plant is significant and substantial,

3) the net impact on revenue and expenses for the post test year plant is

6 known and insignificant (or is revenue-neutral), and

7 4) the post-test year plant is prudent and necessary for the provision of

8 services and reflects appropriate, efficient, effective, and timely decision-

making (Ibid).9

10

11

12

13

Using these principles there have been a number of cases where the Commission

has found the need to include post-test year plant and in some cases up to a year of

post-test year plant but these have generally been water utilities and not electric or

gas utilities other than where it was agreed to in a comprehensive settlement of the
14I

I
rate C3S€.3

15

16

Q. DO YOU AGREE WITH THIS REASONING?
17

A.
18

19

20

Yes, matching costs and revenues allows the test period to be the proper basis for

setting rates that are just and reasonable. For example, the inclusion of revenues

without matching costs may deny the utility reasonable rates. Similarly, the inclusion

of costs without matching revenues may produce excessive rates.
21

22

23

24

a See Decision No. 74235 (December 3t 2015), Decision No. 75268 (December 31, 2015) Decision No.
74568 (June 20, 2014), Decision No. 73912 (June 27, 2013), Decision No. 73183 (May 24, 2012) Decision
No. 67279 (October 5, 2004), Decision No. 66849 (March 19, 2004) and Decision No. 65350 (November 1,
2002).
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1 DO YOU BELIEVE THE COMPANY HAS MADE A REASONABLE SHOWINGQ.

2 THAT IT NEEDS RATEPAYERS TO FUND THE REQUESTED POST TEST YEAR

PLANT ADDITIONS?3

i4 A. No. Upon reviewing the Commission's policy on the allowance of post-test year plant

5

6

7

8

and the presentation made by the Company, I believe the Company has not met its

burden of proof that it is reasonable for it to be allowed 18 months of post-test year

plant additions. First, APS is asking for over $1.1 billion of post-test year plant

additions, many of which are not revenue neutral as they relate to forecast customer

9 growth. As shown in the exhibits of Company witness Tetlow, almost 10% of the

10

11

12

13

14

15

post-test year plant additions are related to new load that will bring in new revenue to

the Company. However, there is no offsetting adjustments to revenues for this

increase load, as the Company only proposes to annualize customer levels to the

December 31, 2015 level (See Attachment JT-1 DR Distribution Post-Test Year Plant

Additions, (lines 1, 2 and 4) and Attachment CAM-11 DR). Second, the Company has

made no showing that not funding the post-test year plant additions would seriously

16 impact its financial health. Indeed, the Company witness Ewen states that the

17

18

19

20

21
I
E
.

2 2

23

24

settlement in the last rate case did not allow for funding of $2.1 million of plant

additions which the Company made and are now serving customers (See Ewen

Direct at 11:4-8). Third, the $1.1 billion of post-test year plant seems like a

substantial amount, as it is approximately half of what the Company was able to fund

on its own since the last rate case. Thus, there is no showing that the amount

requested is beyond this Utility's ability to absorb on its own. Fourth, while many of

projects are necessary to provide and maintain safe and reliable service (e.gl,

improvements at substations, equipment replacement projects at the power plant or a
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iI
I

1

2

3

4

5

6

7

8

new service center in Prescott, etc.) some are not vital to providing service on a day

to day basis (e.g., a micro grid project, a new solar plant, the advanced distribution

management system, research projects, or the new customer information system).

Indeed, if ratepayers were asked to weigh in on the reasonableness of these projects

I would state that I see little need for more solar at this time. I am equally dubious of

the immediate need for the distribution management system as many of its benefits

are stated to be for increased reliability, yet the Company is highly reliable now (See

Tetlow Direct at 8).

9

WHAT DOES RUCO RECOMMEND?10 Q.

11 A.

12

13

14

15

16

17

18

19

20

21

22

RUCO's general policy is to consider post-test year plant that was placed into service

within six months after the end of the test year. This gives the Company sufficient

time to complete projects that were not complete at the end of the test year. Anything

longer distorts the meaning of a test year and alters the regulatory matching of

revenues, expenses and rate base. This policy will reduce the amount of allowed

post-test year plant additions. In addition, I propose to annualize customer levels to

June 30, 2016, to match the requested post-test year plant additions. I also propose

not to allow any property tax on post-test year plant additions, as the Company has

recognized that there is generally a two year lag on new Utility property reaching the

tax rolls, so no allowance for property tax is necessary.4 This proposal reduces

revenue requirement by increasing net revenues, decreasing depreciation expense,

decreasing property taxes and reducing rate base (OCRB and RCND equally). I

23

24
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1

2

calculate the net impact of all these adjustments to be a reduction in revenue

requirement of $105 million.

3

4 DEPRECIATION STUDY

WHAT IS DEPRECIATION?5 Q.

6 A. According to the Supreme Court of the United States:

7

8

9

Broadly speaking, depreciation is the loss, not restored by current
maintenance, which is due to all the factors causing the ultimate
retirement of the property. These factors embrace wear and tear,
decay, inadequacy and obsolescence. Annual depreciation is the loss
which takes place in a year.5

10

11
Another commonly cited definition comes from the American Institute of Certified

Public Accountants which defines depreciation as follows:
12

13

14

15

16

Depreciation accounting is a system of accounting which aims to
distribute the cost or other basic value of tangible capital assets, less
salvage (if any) over the estimated useful life of the unit (which may be
a group of assets) in a systematic and rational manner. It is a process
of allocation, not of valuation. Depreciation for the year is a portion of
the total charge under such a system that is allocated to the year.
Although the allocation may properly take into account occurrences
during the year, it is not intended to be a measurement of the effect of
all such occurrences.

17

WHAT IS AN AVERAGE SERVICE LIFE?18 Q.

19 A.

20

21

22

The service life of any one unit of property is the number of years of service that the

property lasts. For example, while there may be many thousands of utility poles on

a utility's system, each pole's service life is going to be impacted by its location,

environment, and outside forces. Thus, while two poles may have been placed into

23

4
24 See Company response to Staff 9.19, Attachment lines 11, 40, 69 and 99 attached as RUCO Attachment

FWR-4
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1

2

service on the same day, one pole might be close to a main street while the other

might be placed in a rural area with sandy, well-drained soil away from any nearby

3 trees. The first pole might only survive for two or three years while the second

4 The use of an average service lifemight be in service for sixty or seventy years.

5 for a property group implies that the various units in the group have different lives.

6

7

Thus, the average life may be obtained by determining the separate lives of each of

the units, or by constructing a survivor curve by plotting the number of units which

8 survive at successive ages.

g

WHAT IS AN lOWA CURVE?10 Q.

A.11

12

13

14

15

16

The range of survivor characteristics usually experienced by utility and industrial

properties is encompassed by a system of generalized survivor curves known as

the Iowa type curves. The lowa curves were developed at the Iowa State College

Engineering Experiment Station through an extensive process of observation and

classification of the ages at which industrial property had been retired. There are

four families in the Iowa system, labeled in accordance with the location of the

17 modes of the retirements in relationship to the average life and the relative height of

18

19

20

21

22

the modes. The left-moded curves or L Curves are those in which the greatest

frequency of retirement occurs to the left of, or prior to, average service life. Think of

a type of property where some might not last very long, but then others might last a

very long time. One might imagine that this could occur with Chevrolet Corvettes,

where some are driven at high speeds and crashed while others are cherished and

23

24
5 Lindheimer v. Illinois Bell Tel. Co., 292 U.S. 151, 167 (1934) (footnote omitted).
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1

i
2 ii

1
3

pampered in the garage. If a substantial proportion of a particular type of property

is retired early compared to the average life of the property, the curve is coded to

the left. The symmetrical-moded curves, or S Curves, are those in which the

4
l
i

5 \
l

6

greatest frequency of retirement occurs at the average service life. The right-moded

curves, or R Curves, are those in which the greatest frequency occurs to the right

of, or after, the average service life. The origin coded curves, or O Curves, are
l

i7 i

R8

g

those in which the greatest frequency of retirement occurs at the origin, or

immediately after age zero. The letter designation of each family of curves (L, S,

or O) represents the location of the mode of the associated frequency curve with

10 respect to the average service life. The numbers represent the relative heights of

11 the modes of the frequency curves within each family.

12

WHAT IS NET SALVAGE?13 Q.

14 A.

15

16

Net salvage is the value obtained from retired property (the gross salvage) less the

cost of removal. Net salvage can be either positive or negative. Net salvage can

be positive in cases where the salvage value of the property exceeds the cost of

ll17 removing the property.

18
ll
l

How DOES NET SALVAGE IMPACT THE CALCULATION OF DEPRECIATION?19 Q.

20 A.

21

i

1

i

i

22

23

The intent of the depreciation process is to allow the Company to recover 100% of

proven investment less net salvage. Therefore, if net salvage is a positive 10%,

then the utility should only recover 90% of its investment through annual

depreciation charges under the theory that it will recover the remaining 10% through

24 net salvage at the time the asset retires (90% + 10% 100°/o). Alternatively, if net
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1

2

3

4

salvage is a negative 10%, then the utility should be allowed to recover 110% of its

investment through annual depreciation charges so that the negative 10% net

salvage that is expected to occur at the end of the property's life will still leave the

utility whole (110% - 10% = 100°/0).

WHAT IS A DEPRECIATION RATE?Q.

The depreciation rate is expressed as a percentage and is calculated by subtracting

the net salvage percent from 100% and then dividing by the remaining average

service life.

WHAT IS DEPRECIATION EXPENSE?Q.

The depreciation expenses of a utility are determined by applying approved

depreciation rates to the depreciable plant balances.

WHAT IS THE DEPRECIATION RESERVE?Q.

5

6

7 A.

8

g

10

11

12 A.

13

14

15

16 A.

17

18

19

20

21

22

23

24

W hile depreciation expense represents the annual recovery of the capital

investment, there is another depreciation category that records all depreciation

expense, retirements, cost of removal and gross salvage on a continuous basis.

This account is the accumulated provision for depreciation, also known as the

depreciation reserve. The depreciation reserve serves as a "running total" of the

extent to which individual assets or groups of assets have been depreciated. In a

depreciation study, the depreciation reserve is known by several other names as

well, the most notable being the "book reserve," the "recorded reserve" or the

"actual reserve". There is also a theoretical reserve where the depreciation
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1

2

parameters coming from the depreciation analysis are applied to the existing plant

balances and a determination is made as to how much accumulated depreciation

3

4

5

6

should exist. This is known as the "computed reserve" or "theoretical reserve". If

the computed reserve is greater than the book reserve then the account is "under

accrued" (i.e. existing or past deprecation rates were inadequate to recover all the

cost in the account). If the computed reserve is less than the book reserve then the

7 account is "over accrued".

8

9 CAN you GIVE AN EXAMPLE OF "UNDER ACCRUAL"?Q.

10 A. Yes, it may be best to think of a single unit of property such as a generator. Let's

11

12

13

14

15

16

17

18

19
i
I 20

say the generator was built in the year 2000 and it entered service on January 1st of

that year and it was expected to last 40 years (in service until December 3151,

2039), with zero net salvage. The deprecation rate would be 2.5% per year,

((100%-0%)/40). If the original cost was $200,000,000 the annual accrual would be

$5,000,000. Assuming no retirements at the plant, in the year 2010 the plant would

have accumulated a book reserve of $50,000,000. Now for some change in

technology or an environmental regulation the owners of the plant now must retire

the plant by the year December 31, 2029 or ten years less than originally forecast.

Using a 40 year life the plant should have been accruing at 3.33% per year, (100%-

0%)/30), and the theoretical reserve should be $66,000,000 per year. In this

21

22

example therefore there is an "under accrual" of $16,000,000 ($50,000,000

$66,000,000).

23

24
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1

2

This is the type of thing that happened at Cholla 2. It was being depreciated with an

assumed retirement date of 2033 but was retired in 2015. The under accrual

3

4

5

6

7

8

9

caused by this then became recorded as a regulatory asset which the Company

now seeks to amortize (See Company Witness Blankenship at 24). Similarly, the

remaining Cholla units are not expected to remain in service as previously thought

and now have an approximate $120 million under accrual which is largely the

reason for the approximate $24 million increase in Cholla depreciation expense that

is being proposed by Company Witness White (See Attachment REW-2DR, pages

38 and 26 respectively).

10

11

12

13

14

There is also a large under accrual at the Red hawk Combined Cycle plant,

approximately $82 million, which is the most significant reason for the requested

$8.1 million increase in depreciation expense for this facility. It is not changing life

parameters that cause the under accrual for this plant, but rather retirements of a

15 significant volume for a plant that became operational only 14 years ago, 2002. In

16

17

18

19

the last deprecation study, the book to theoretical reserve were within 2% of each

other. In the intervening 5 years, however, there have been non-reimbursed

retirements of approximately $120 million out of a total investment in 2010 of $508

million. These premature retirements are the cause for the large under accrual.

20

CAN YOU GIVE AN EXAMPLE OF AN OVER ACCRUAL?21 Q.

22 A.

23

24

Yes and we have another APS unit to serve as an example. The Palo Verde

Nuclear plant was bum over the years 1986-1988 with the last unit being placed into

service in 1988. The plant had an operating license of 40 years and was being
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1

2

3 1
1

4 i

1
i
l5

6

depreciated over that time period. In 2011 the plant received a 20 year extension to

its operating license which resulted in the deprecation reserve having a large "over

accrual". In the last APS rate case the depreciation rate was reset and the plant

had an over accrual of $485 million and depreciation expense was lowered by

approximately $35 million to reflect the new license retirement date. The large over

accrual still exists and Company Witness White has calculated to be $435 million.

7

WHAT IS THE SUM TOTAL OF THE IMPACTS OF THESE OVER AND UNDER8 Q.

ACCRUALS?9

10 A.

11

12

The Company has a regulatory asset for the retired Cholla Unit 2 in the amount of

$123 million, the remaining Cholla Units have a further under accrual of $118

million, the Ocotillo Steam Units have an under accrual of $10 million and the

13 Red hawk units $82 million which add to a total under accrual of $335 million. As

14

15

16

17

noted above these large over accruals are largely responsible for the proposed $79

million in increased depreciation/amortization expense. The over accrual at the

Palo Verde plant is already being reflected in rates as result of the resetting of

depreciation rates in the last APS rate case and is being passed back over the 27

18 years of remaining license life.

19

IS THERE AN ALTERNATIVE TO WHAT THE COMPANY PROPOSES?20 Q.

21 A.

22

23

I
2 4

Yes, redistribution of reserves from plants that are over accrued to plants that are

under accrued. This is already part of the Company's study and for good reason.

Company Witness White states that a redistribution of recorded reserves is

appropriate (See White Direct at 9). He further states that offsetting reserve
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1

2

3

4

5

imbalances attributable to both the passage of time and parameter adjustments

recommended in the study should be realigned among accounts to reduce offsetting

imbalances and increase depreciation rate stability (Ibid). Company Witness White

limits his redistribution by functional area to plant location, however, but this does

not have to be the case and Arizona has recognized this.

6

7

8

g

10

11

In Docket number E-01933A-12-0291, in a Proposed Settlement Agreement filed on

February 4, 2013 for Tucson Electric Power Company ("TEP"), the parties agreed

that if TEP makes any filing with the Commission related to the early retirement of

any production asset, TEP will propose that any then-existing excess depreciation

reserve for Production Plant will be applied to the unrecovered book value of the

12

13

retiring asset. The Commission approved that Settlement Agreement in Decision

No. 73912.

14I
I

15

16 In

17

18

19

20

21

22

In the last TEP rate case, the parties again agreed to redistribute reserve among

plant accounts. the Settlement Agreement in that case, Docket No. E-01933A-

15-0322 filed on August 15, 2016, the parties agreed that in recognition that TEP's

remaining unit at the San Juan Generating Station could be prematurely retired the

depreciation rates would reflect a depreciable life of six years and be paid for from

the use of $90 million of excess distribution reserves from TEP's distribution plant

(Settlement Agreement Section 4.1). The Commission has yet to file a final

Decision in that Docket, but no party has opposed that provision of the Settlement

23 Agreement.

24
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WHAT DO you PROPOSE?1 Q.

I2 A.

3

4

5

6

7

8

propose that the adjusted regulatory asset for Cholla 2, the under accrual of

reserves for the remaining Cholla Units and the under accruals for the Ocotillo

Steam Units and the Red hawk combined cycle units be offset by the over accrual at

Palo Verde. Naturally, this will decrease the proposed depreciation/amortization

rates for the units whose under recoveries are being eliminated and increase the

depreciation expense for the Palo Verdi plant, but the net result is a decrease in

overall depreciation/amortization expense paid by ratepayers.

9

10 PLEASE EXPLAIN WHAT you MEAN BY THE ADJUSTED REGULATORYQ.

11 ASSET FOR CHOLLA2.

12 A.

13

14

15

16

17

18

19

20

21

22

23

24

Yes. After considering the costs to comply with environmental regulations, on

September 11, 2014, APS announced that it would close Cholla Unit 2 (See

Blankenship Direct at 24). APS closed Unit 2 on October 1, 2015 (Ibid). When APS

shut down that unit, it was transferred from plant in service to a regulatory asset

(Ibid). The regulatory asset includes the remaining net book value of Cholla Unit 2

and the accrual of remaining removal costs for final retirement and dismantlement

(Ibid). On April 14, 2015, the ACC approved APS' plan to retire Unit 2, without

expressing any view on the future recoverability of APS' remaining investment in the

Unit (APS 2015 Form 10-K at 13). APS has made two adjustments in the case to

reflect the closure of Cholla 2. First, it removed the 2015 non-fuel and non-labor

costs associated with the plant as a normalizing adjustment to the test year (See

Blankenship Direct at 24). This increased pre-tax operating income of $17,355,000

(Ibid). Second, APS seeks to amortize the regulatory asset over the plant life
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1

2

3

4

assumption set in the last rate case, which was that the plant would retire in 2033,

to which they seek to amortize the cost over the remaining 16 years. This

adjustment includes the regulatory asset in rate base and decreases pre-tax

operating income by $7,890,000

5

6

7

8

g

10

11

12

13

14

15

16

17

18

19

20

21

22

Since the plant was transferred to a regulatory asset in the third quarter of 2015 and

rates will not be reset until June 1, 2017, I agree with the Company's normalizing

adjustment to remove the test year expense before setting rates for the pro-forma

period. That said, since the Commission only approved the establishment and not

rate recovery of the regulatory asset, I believe it proper to determine the reasonable

level of assets that were stranded at the time of retirement, and given the fact that

current rates were set to recover the costs of this facility, one should also recognize

that the Utility had cash flow associated with the plant which should be recognized

in setting the level of the regulatory asset. In this case, the cash flow to the

Company relates to the non-labor O&M and depreciation (but not property taxes

due to the previously mentioned two year lag). This cash flow has to be reduced for

income taxes (as the reduction in expenses raised net income) but the cash flow

lasts for 21 months (the time period between the time of closure and the time when

rates will be reset). Using the Company's figures, I calculate that the cash flow

resulted in net cash available to the Company of $16.3 million and should be used

to offset the regulatory asset reducing it from $122.6 million to $106.3 million, and I

have used this figure in my calculation of revenue requirement.

23

24
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WHAT IS THE NET IMPACT OF THE REDISTRIBUTION OF RESERVES?Q.

The net impact is to lower depreciation and amortization expense by approximately

$24 million and decrease rate base by $10 million.

Q. DO yo u HAVE ANY OTHER ADJUSTMENTS TO THE COMPANY'S

DEPRECIATION STUDY?

L I

l

I have reviewed al l  of the proposed average service l i fe and net salvage

recommendations contained in the study and propose just one change and that is to

the average service life of Account 369 - Services. The graph below shows the

current and proposed life curves for this account (40 - LI present and 45

proposed), as well as the observed life table for the longest experience band of the

historical data. As can be seen, neither the present or proposed average service

life come anywhere near the observed life table, as they are much too short. I have

reviewed the work papers supplied by the Company for this account and the

statistical data for curve fitting the observed life table to the Iowa Curves indicates a

service life of 65 or more years is more indicative of how the equipment in this

account will survive. Given the vastly wide disparity between the observed data and

the proposed average service life, I recommend that the statistical data be used and

the average service life be set at 65 years. This recommendation reduces the

proposed depreciation expense for this account by $4.3 million.

1

2 A.

3

4

5

6

7 A.

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24 l
\
W
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EEl DUES AND D&O INSURANCE

WHAT IS D&O LIABILITY INSURANCE?CL

D&O liability Insurance is liability insurance that covers directors and officers for

claims made against them by shareholders or others for decisions they may make.

Q. HAS THE COMPANY REQUESTED THAT RATEPAYERS BEAR THE FULL

BURDEN OF THIS COST?
l

Yes. APS has included the ACC jurisdictional amount which is [BEGIN

CONFIDENTIAL] [END CONFIDENTIAL]

1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16
A.

17

18

19

20

21 A.

22

23

24
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WHAT IS RUCO'S RECOMMENDATION?1 Q.

2 A.

3

4

5

6

7

8

9

10

RUCO recommends a 50/50 sharing between ratepayers and shareholders, since

D&O Liability Insurance not only benefits ratepayers, but also shareholders.

Shareholders benefit from insurance coverage in litigation cases brought against

the Company's Directors and Officers. Shareholders would also benefit from

payments under this policy which may not be recoverable from ratepayers.

Similarly, it can be argued that ratepayers benefit, since the Company can attract

and retain directors and officers, and provides them with some degree of freedom

from personal liability. Therefore, it is reasonable for shareholders to bear a portion

of the cost for the D&O liabil i ty insurance. [BEGIN CONFIDENTIAL] [END

11 CONFIDENTIAL]

12

HAS THE COMPANY ASKED RATEPAYERS TO FUND THE FULL BURDEN OFQ.13

EEl DUES?14

15 A.

16

17

18

19

No, of the total expense of $1,188,411 in expenses for this line item the Company

has recorded $211,748 for lobbying expense below the line. They also recorded

EEl donations of $30,000 below the line as well. They are asking ratepayers to pay

the remainder which include $720,274 of EEl membership dues, $185,889 of Utility

Air Regulatory Group ("UARG") and $40,500 for Utility Solid Waste Activities Group

("USWAG") (See Attachment FWR-3). This results in a rate request of $946,663.20

21

22

23

24
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Q. WHOSE INTEREST DOES THE UARG AND THE USWAG GROUPS

REPRESENT?

i
i

These groups represent the interest of electric generators such as APS, TEP and

UNS donations and membership is purely voluntary, many of which are political in

nature, and may not be necessary for the provision of utility services.

WHAT HAS THE COMMISSION RECOMMENDED IN PRIOR DECISIONS?Q.

The Commission recommended a reduction in EEl dues of 49.93 percent in

Decision No. 71914 and 70860.

HOW WAS THIS PERCENTAGE DETERMINED?Q.

The percentage was determined using the following NARUC Operating Expense

Categories:6

Percentage of Dues

20.:38%

16.49%

1.67%

3.68%

7.71 %

49.93%

NARUC Operatinq Expense Cateqories

Legislative Advocacy

Regulatory Advocacy

Advertising

Marketing

Public Relations

Total Expenses

1

2

3 A.

4

5

6

7

8 A.

g

10

11

12 A.

13

14

15

16

17

18

19

20

21

22

23

24 6 Based on the Edison Electric Institute Schedule of Expenses by NARUC Category For Core Dues
Activities for the Year Ended December 31, 2005.
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HAS RUCO UPDATED THIS INFORMATION FROM EEl?Q.1

2 A.

3

4

Unfortunately RUCO cannot. After 2006, the EEl stopped providing this information.

RUCO believes after a series of regulatory partial disallowances of EEl dues by

Commissions across the nation, EEl decided not to provide this information to

NARUC, which it had previously done for at least a decade.

SO IN OTHER WORDS, THE LETTER THE COMPANY RECEIVED FROM EEl

ONLY ADDRESSES ONE EXPENSE CATEGORY- LEGISLATIVE ADVOCACY?

Yes. The letter provides no information on the other eight expense categories. It

only makes sense that most of these costs have been shifted elsewhere, but RUCO

does not know because EEl does not supply an expense report anymore that has

these details.

WHAT IS RUCO'S RECOMMENDATION?

RUCO recommends a disallowance of 50 percent of these categories. In summary,

RUCO recommends an additional disallowance of EEl dues in the amount of

$472,669, as shown in Schedule FWR-5.

DEFERRAL MECHANISMS

WHAT IS THE COMPANY SEEKING WITH RESPECT TO DEFERRAL

REQUESTS AND ITS ADJUSTOR MECHANISMS?

Facility known as the Ocotillo Modernization Project ("OMP") (See Snook Direct at

5

6

7 Q.

8

9 A.

10

11

12

13

14 Q.

15 A.

16

17

18

19

20 Q.

21

22 A. The Company is asking for several things so let me take them one at a time. First,

23 APS is constructing and will place into service a modernized Ocotillo Generating

24
I
I
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1

2

3

10). The OMP involves retiring 220 MWs of existing steam generation and replacing

them with 510 MW of state-of-the-art combustion turbine generation (Ibid). New

Ocotillo Units 6 and 7 will go into service in the fall of 2018, and Units 3, 4, and 5

4

5

6

7

8

g

10

11

12

will go into service in the spring of 2019 (Ibid). APS estimates that the total direct

construction cost of the OMP will be approximately $500 million (ibid). In this filing,

APS requests permission to defer for potential future recovery, until Aps' next

general rate case, non-fuel costs of owning, operating and maintaining the OMP.

Mr. Snook states that because of the timing of the project without a deferral, APS

would be faced with incurring significant financial obligations without rate relief. This

would potentially force APS to file a rate case almost immediately after this rate

case concludes, potentially causing Aps' rates to increase sooner than they would

otherwise need to.

13

PLEASE CONTINUE14 Q.

15 A.

16

|

17

The second deferral request relates to the Four Corners plant. To comply with

federal environmental standards, APS must install selective catalytic reduction

equipment, or SCRs, at its Four Comers Generating Facility (See Snook Direct at

18 14). Mr. Snook states that this equipment will significantly reduce fossil emissions

19

20

21

22

23

24

of nitrogen oxides, while permitting APS to continue supplying its customers with

inexpensive fossil base load generation (ibid). The first SCR will be installed on

Four Corners Unit 5 and placed in service in late 2017 and the second SCR will be

installed on Four Corners Unit 4 and placed in service in Spring 2018 (Ibid). APS

estimates the direct construction cost for the SCRs to be approximately $400 million

and if it is not granted a deferral and step increase, APS would need to file an
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1

2

3

4

immediate "pancakes" rate case to recover the costs associated with the SCR

project (Ibid). For this deferral, APS would defer the costs and then have a step

increase to recover the deferral that would take effect in January 2019, and rates

established in this proceeding would be adjusted upward at that time to reflect the

addition of the SCR deferral and project costs to the revenue requirement (Ibid at

14-15).

PLEASE CONTINUE.Q. l
l

The third deferral request relates to property taxes. As explained by Company

Witness Blankenship, APS believes that the property tax deferral approved in the

last Settlement was very beneficial and helped to alleviate risk of changes in

property tax rates within Arizona (See Blankenship Direct at 43). As she explains,

APS is concerned that its property tax rate and related property tax expense could

increase significantly during the course of the Settlement stay-out period, much like

it has over the past few years and APS proposes to continue the Arizona property

tax deferral that was authorized in the last rate case (Ibid).

WHAT PROPOSED CHANGES TO ADJUSTOR MECHANISMS.Q.

5

6

7

8

9 A.

10

11

12

13

14

15

16

17

18

19 A.

20

21

22

23

2 4

APS is proposing a variety of changes to its adjustor mechanisms many of which

are just administrative (the effective date of the LFCR) or minor from a technical and

ratemaking point of view (inclusion of chemical costs in the PSA), but the Company

is proposing two significant changes to the LFCR. Here, the Company is also

proposing to increase the year over year cap to 2% and to include 100% of

transmission, distribution and generation costs collected through energy charges

l
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1 and 50% of transmission, distribution and generation costs collected through

2

3

demand charges (See Snook direct at 36). Currently, no generation charges are

collected through the LFCR.

4

PLEASE COMMENT ON THE COMPANY'S PROPOSALS.5 Q.

6 A.

7

8

g

10

11

12

Let me comment on the proposed changes to the LFCR. Here, the Company is

proposing exactly what was proposed by UNS Electric in its recent rate case and

the Commission has already ruled on the issue. In that case, the Utility did not meet

its burden to show that its proposed changes to the LFCR mechanism are in the

public interest (Decision 75697 at 126). As the Commission further elaborated, the

LFCR mechanism is not intended to operate as a full de-coupler mechanism, but

rather to collect the lost fixed cost revenues associated with Commission-mandated

13

14

programs such as Energy Efficiency and DG (Ibid). l believe APS adds nothing to

what the Commission has already heard and its proposed changes should be

15 rejected.

16

17

18

19
1
I

i

20i
E

With respect to the deferral mechanism for the expenditures at the Four Corners

plant, the request for a step increase in rates provides no benefit to ratepayers at

all. In fact, as designed the mechanism is simply cost plus regulation to enhance

the Company's financial standing. On this basis alone the proposal should be

21 rejected .

22

23

24

With respect to the Ocotillo and property tax deferrals, the Company's filing is

essentially seeking a continuation of the terms of the previous settlement which
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1

2

gave the Utility enhanced cash flow and strengthened its balance sheet. In return

for all these advantages to the Utility, the Company was able to cut costs and

3 remain out of the rate case environment for five years instead of the four that was

4

5 In the last case, it

6

7

8

g

10

11

12

13

14

mandated by the settlement. In this case, however, the Company does not offer

anything to ratepayers for the requested financial protections.

agreed to reduce its requested return on equity by 100 basis points, not to file a rate

case for four years (thereby encouraging the Utility to control costs) and no base

rate increase. Here the Utility seeks a 10.5% return on equity (50 basis points

higher than agreed to last time), no stay out provision and a 15% rate increase

which equates to a 2.8% per annum increase since the last rate case and well

above the 1.5% per annum increase in the CPI over the last five years. This last

point is particularly important, as one needs to openly realize that the adjustor

mechanisms act as automatic rate increases, which tend to phase the increase in

over time and not eliminate them. Now, the Company seeks to further strengthen

15

16

17

18

19

20

its balance sheet and cash flows, but gives no assurance that it will not file for a rate

increase in the near future. In sum, the filing as presented offers ratepayers less

than what they had under the previous settlement and therefore many of the

aspects the Company seeks should not be allowed to be put in place as they should

be part of a balanced multi-year rate plan that gives something to both ratepayers

and the Utility.

21

22

23

24

Moreover, even if the Utility were offering a long term rate plan, with the changing

aspects of power delivery, due to the impact of the introduction of LED lights and

the phase out of incandescent bulbs, roof top solar, the closure of coal plants, and
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advances in wind, long term rate plans may not be an attractive option for either

ratepayers or the Utility.

Based on the discussion above, I recommend rejection of all proposed deferral

mechanism and the modifications to the LFCR.

Q. DOES THIS CONCLUDE YOUR TESTIMONY AT THIS TIME?

I

E

1

2

3

4

5

6

7 A. Yes, it does.

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24
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FRANK w.RADIGAN

EDUCATION

B.S., Chemical Engineering -- Clarkson University, Potsdam, New York (l98l)

Certificate in Regulatory Economics -- State University of New York at Albany (1990)

SUM M ARY OF PROF ESSIONAL EXPERIENCE

1998-Present Principal, HudsonRiver Energy Group, Albany, NY -- Provide research, technical evaluation,
due diligence, reporting, and expert witness testimony on electric steam, gas and water utilities. Provide
expertise in electric supply planning, economics, regulation, wholesale supply and industry restructuring
issues. Perform analysis of rate adequacy, rate unbundling, cost-of-service studies rate design rate
structure and multi-year rate agreements. Perform depreciation studies, conservation studies and proposes
feasible conservation programs.

1997-1998 Manager Energy Planning, Louis Berger & Associates, Albany, NY - Advised clients on rate
setting, rate design, rate unbundling and performance based ratemaldng. Served a wide variety of clients in
dealing with complexities of deregulation and restructuring, including OATT pricing, resource adequacy,
asset valuation in divestiture auctions, transmission planning policies and power supply.

1981-1997 Senior Valuation Engineer, New York State Public Service Commission, Albany, NY - Starting as
a Junior Engineer and working progressively through the ranks, served on the Staff of the New York State
Department of Public Service in the Rates and System Planning Sections of the Power Division and in the
Rates Section of the Gas and Water Division. Responsibilities included the analysis of rates, rate design
and tariffs of electric, gas water and steam utilities in the State and performing embedded and marginal
cost of service studies. Before leaving the Commission, was responsible br directing all engineering staff
during major rate proceedings.

F IEL DS OF  SPECIAL IZ AT ION

Electric power restructuring, wholesale and retail wheeling rates, analysis of load pockets and market power,
divestiture, generation planning, power supply agreements and expert witness testimony, retail access, cost of
service studies, rate unbundling, rate design and depreciation studies.

PROJ ECT Hl ( 1 l l L l ( » l l l S

Wholesale Commodity IVlarkets

Transmission Expansion Planning .- Various Utilities -- Member of Transmission Expansion Advisory Committee
in the New England Power Pool - the Committee is charged with the study of transmission expansion needs in the
deregulated New England electric market. Ongoing

Locational Based Pricing - Reading Municipal Light Department -- Using GE multi-area production simulation
model (MAPS) analyzed New England wholesale power market to cost differences between various generators and
load centers. 2003

Merchant Plant Analysis .- Confidential client .- Using GE multi-area production simulation model (MAPS),
analyzed New York City wholesale power market to determine economics of restructuring PURPA era contract to
market priced contract. 2002

Market Price Forecasting - El Paso Merchant Energy - Analyzed New England power market using MAPS for
purpose of pricing natural gas supply in order to ensure that plant was dispatched at 70% capacity factor as required
under its gas supply contract. 2002



Market Price Analysis - Novo Windpower - Analyzed hourly market price data in New York for each loadzone in
Slate in order to optimize location of new wind power projects. 2002

Cos Aggregation - Village of Ilion - Advised client on costs/benefits of aggregating residential gas customers for
purpose of gas purchasing. 2002

Gas Procurement .- Albany County, New York - Assisted client in analysis of economics of existing gas purchase
contract, negotiated termination of contract, designing request for proposal for new natural gas supply. 2000

HQ Prudence Review - Selected by Vermont Public Service Board to perform prudence review power supply
contract between Hydro Quebec and Central Vermont Public Service Corporation. 1998

Wholesale Power Supply - Prepared comprehensive RFP to optimize power supply for Solvay municipal utility by
complementing existing low cost power supplies in order to entice new industrial load to locate within Village.
1997

Analysis of Load Pockets and Market Power - Performed analysis of load pockets and market power in New
York State, determined physical and financial measures that could mitigate market power. 1996

Study of APP Contracts and Impacts in New York Performed study to determine rate impacts of power purchase
contracts entered into by investor owned utilities and independent power producers (ImPs), separately measured rate
impacts resulting from statewide excesscapacity, determined level of nonoptimal reserves for each utility. 1995

Power Purchase ContractPolicies and Procedures - Directed NYSPSC Staff teams in formulation of short- and
long-run avoided cost estimates (LRACs) using production simulation model (PROMOD); forecasted load and
capacity requirements, developed utility buy-back rates, presented expert witness testimony on buy-back rate
estimates and calculation methodologies, thereby implementing curtailment of liPs as allowed under PURPA.
1990-1994

Integrated Resource Planning - Led NYSPSC Staff team's examination of each utility's IP process and
examination of impacts of processes and regulatory policies influencing the decision making process. 1994

z
intrastate Wheeling Commission Transmission Analysis and Assessment - Chairman ofNYSPSC Proceeding to
examine plans for meeting future electricity needs in New York State. Addressed measures for estimating and
allocating costs of wheeling, including embedded cost, short-run marginal cost and long Mn incremental cost
methods. 1990

Rate Setting

Rate Setting - Dover Plains Water Company - Case l4-W-0378 -- Prepared rate filing before the New York Public
Service Commission for the Dover Plains Water Company to increase its annual water revenues. 2014

Rate Setting - Village of Castile - Case No. l4~E-0358 - Prepared rate filing bctbre the New York Public Service
Commission for the Village of Castile Electric Department to increase its annual electric revenues. 2014

Depreciation Study -. Village of Swanton - On behalf of the Village of Swanton, Vt. Electric Department prepared
a depreciation study for use in setting new depreciation rates to be submitted to the Vermont Public Service Board.
20 l4

Rate Setting - Village ofHarnilton - Case l3G0584 - On behalf of the Village of Hamilton, NY designed initial
rates for new municipal gas utility. 2013

Rate Setting - Fillmore Gas Company Case No. 13G0039 - Prepared rate filing before the New York Public
Service Commission for the Fillmore Gas Company to increase its annual gas revenues. 2013



Rate Setting - Alliance Energy - Case No. 12G-0256 Prepared rate filing before the New York Public Service
Commission lOt the Alliance Energy Transmission LLC to increase its annual gas transportation. 2012

Docket No. llUN184 .- On behalf of the Mississippi Public Service Commission,
2012

Rate Study - Ammos Energy -
submitted report on reasonableness of Companys depreciation study.

Rate Study - Energy Mississippi -Docket No. I 1-UA-83 -- On behalf of the Mississippi Public Service
Commission. prepared report on the reasonableness of Energy Mississippi's depreciation study. 2012

Rate Case Cost of Service Study- Mississippi Power Company - On behalf oftheMississippi Public Service
Commission prepared report on reasonableness of embedded cost of service study submitted by Mississippi Power
Co. 2012

Rate Case Cost ofServiceStudy- Boonville, NY - Prepared class load study and embedded cost of service study
to justify change in rate design for the purpose of conserving energy. 20102012

Rate Setting- Alliance Energy Transmission Case No. 12-G0256 .- Prepared rate filing before the New York
Public Service Commission for Alliance Energy Transmission. 2012

Raite Setting - Hamilton, NY - Case No. 12-E-0286 Prepared rate filing before the New York Public Service
Commission for the Village of Hamilton, NY to increase its annual electric revenues. 2012

Rate Setting- Fairport,NY - Case No. l 1-E-0357 - Prepared rate filing before the New York Public Service
Commission for the Village of Fairport, NY to increase its annual electric revenues. 201 l

Jurisdictional Cost of Service - Mississippi Power Company - On behalf of the Staff of the Mississippi Public
Utilities Staff prepared a report on the reasonableness of the Company'sjurisdictional cost of service study. 20 10

Rate Analysis - Southwester Power Company - On behalf of a coalition of retail customers analyzed
reasonableness of utility's request to include the costs of Construction Work In Progress Expenditures in rates for a
power plant known as the Turk Plant. 2010

RateStudy - Stowe Electric Department, VT - Docket No. 8 l 69- For small municipal electric utility, filed rate
case before the Vermont Public Service Board. 2010

DocketNo. 10-10-03-. Assisted in the CT OCCs review and development of recommendations for the Review of
the 201 l Conservation and Load Management Plan. 2010

Rate Setting- Endicott, NY Case No. I0-E0588 - Prepared rate filing before the New York Public Service
Commission for the Village of Endicott, NY to increase its annual electric revenues. 2010

Rate Case Cost of Service Study -. Heritage Hills Water Works - For small water company, performing cost of
service study for the preparation of a full cost of service study before the New York Public Service Commission.
2009

Rate Case Cost ofService Study - Stowe Electric Department NY - For small municipal electric utility, assisted
in the preparation full cost of service study before the Vermont Public Service Board. 2009

Rate Setting Training -MMWEC - Assisted iii training MMWEC staff on rate setting process so that they could
provide service to members. 2009

!

Rate Setting - Connecticut Natural Gas - Docket No. 08-1206 - Assisted the Connecticut Office of Consumer
Counsel on the analysis of the reasonableness of the of the Company's proposed revenue requirement. 2009

Rate Filing - Heritage Hills Water Works - Case No. 08-W-1201 - Prepared rate filing before the New York PSC
for the Heritage Hills Water Works Corporation to increase its annual water revenues. 2008



Rate Study - Hudson River Black River Regulating District - For regulating body performed detailed cost of
service allocation in order to allocate costs among beneficiaries of water regulation. 2008

Rate Case Cost of Service Study -. Village of Greene NY - For small municipal electric utility, assisted in the
preparation full cost of service study before the New York Public Service Commission. 2008

Rate Case Cost of Service Study - Village of Bath, NY - For small municipal electric utility assisted in the
preparation full cost of service study before the New York Public Service Commission. 2008

Rate Case Cost of Service Study - Village of Richmondville, NY - For small municipal electric utility, assisted in
the preparation full cost of service study before the New York Public Service Commission. 2008

Economic Development Rate.- Massena Electric Department - For municipal electric utility, developed tariffs for
economic development rates for new or expanded load.

Rate Case Cost of Service Study - Village of Hamilton, NY - For small municipal electric utility, prepared full
cost of service study before the New York Public Service Commission. 2004

Rate Study - Pascoag Utility District ... Reviewed the application of the Power Authority of the State of New York
to increase rates to its wholesale power customers. 2003

Rate Study - Kennebunk Power and Light Department .. Performed rate study of new multi-year wholesale power
contract against existing rates to detemiine impact on overall revenue recovery and cash flows of utility. 2003

Rate Case Cost of Service Study ._ Village of Arcade, NY - For small municipal electric utility, assisted in the
preparation full cost of service study before the New York Public Service Commission. 2003

Rate Case Cost of Service Study - Village of Philadelphia, NY - For small municipal electric utility, assisted in
the preparation full cost of service study before the New York Public Service Commission. 2003

Rate Case Cost of Service Study - Village of Hamilton, NY .- For small municipal electric utility, prepared full
cost of service study before the New York Public Service Commission. 2004

Rate Case Cost of Service Study - Fillmore Gas Company - For small natural gas local distribution company,
performing cost of service study for internal budget controls and formal rate case before the New York Public
Service Commission. 2003

Rate Case Cost of Service Study - Rowlands Hollow Water Works - For small water company, performing cost of
service study for internal budget controls and fontal rate case before the New York Public Service Commission.
2003

Standby Rates - Independent Power Producers of New York .- Analyzed reasonableness of proposed standby rates
of Niagara Mohawk Power Corporation, proposed alternate rate designs; participated in settlement negotiations for
new rates. 2002

Economic Development Rates - Pascoag Utility District - Designed new cost based economic development rates
charged to large industrial customer contemplating locating within the municipality. 2002

I Municipalization Study .- Kennebunk Power and Light Department - Performed economic analysis of municipal
utility serving remaining portions of Village not already served, perfonned valuation of the plant currently owned by
Central Maine Power. 200 l

Water Rate Study ._ Pascoag Utility District - Performed cost of service study for water utility, presented alternate
methods of funding revenue requirement. 200 l



Pole Attachment Rates - Middleborough Gas and Electric Department - Designed cost based pole attachment rates
charged to CATV customers. 2000

On behalf of three municipal utilities, analyzed cost basis and proposed rate design of ISOISO Service Tariff -
Service TariftS. 2000

Pole Attachment Rates - City of Farmington, New Mexico municipal electric department ._ Designed cost based
pole attachment rates for CATV customers. 1999

OAT T Rates - On behalf of four municipal utilities in New England - Developed cost based annual revenue
requirements for regional network transmission rates, represent utilities before ISO New England committees on
transmission rate setting issues. 1998-2004

Consolidated Edison Restructuring - Member NYPSC Staff team - Negotiated major restructuring settlement
with Consolidated Edison, which decreased utility's rates by $700 million over five years, implemented retail access
program, performed rate unbundling, divestiture of utility generation and the allowance of the foliation of
holding company, accelerated depreciation of generation, established customer education programs on restnxcturing,
established service quality and service reliability incentive to ensure that provision of electric service will diminish
as competitive market emerges. The agreement served as the template for restructuring in New York. 1997

Cost-of-service Review and Rate Unbundling .. Performed rate unbundling of retail rates of Orange & Rockland
Utilities, Inc. to facilitate delivery of New York Power Authority energy to customer located in Orange &
Rocklands service territory. 1992

Vintage Year Salvage and Study - Managed joint study of staff from Rochester Gas and Electric Corporation and
NYSPSC to detcmiine feasibility of using vintage year salvage accounting for determining future salvage rates.
1985

Environmental Issues

Energy Conservation Study - Pascoag Utility District - Designed energy conservation rebate program based on
cost benefit study of various alternatives. Program funded through State mandated collection ofenergy conservation
monies from ratepayers. 2002

Clean Air Act Lawsuit ._ New York State Attorney General - Investigated modifications made at coal fired
generating units of New York utilities to determine whether major modifications were made with obtaining pre-
construction pennies as required by the prevention of Significant Deterioration (PSD) provisions of the Act. 1999-
2002.

Environmental Impact Study and Simulation Modeling Analysis - Analyzed potential environmental impacts of
restructuring electric industry in NY using production simulation model PROMOD. 1996

Renewable Resources - Project Leader in NYSPSC proceeding regarding development and implementation of
utility plans to promote use of renewable resources. 1995

Environmental and Economic Impacts Study - Directed study of pool-wide power plant dispatch with
environmental adders to determine environmental and economic effects of dispatching electric power plants with
monetized environmental adders. 1994

Clean Air Impact Study - Directed study of effects of the Clean Air Act of 1990. Measured statewide cost savings
if catalytic reductions control facilities were elected to comply with 1990 Clean Air Act Amendments, installed
components on units in metropolitan NY region. 1994

EnvironmentalExternalities and Socioeconomic Impacts Study - Managed NYSPSC proceeding to determine
whether to incorporate environmental costs into LongRun Avoided Costs for the State's electric utilities. Study



purposes: explore the socioeconomic impacts of electric production as compared with DSM, monetize
environmental impacts of electricity. 1993

i~;xl*l~:RT WITN1~:ss T EST I M ONY

Case 9344 - Green Ridge Utilities - On behalf of Maryland Office of Peoples Counsel testified on the
reasonableness of the water utility's proposed revenue requirement. 2014

FC l l 15 - Washington Gas Light -- On behalf of the Peoples Counsel of the District of Columbia, testified on the
reasonableness of the Company's proposal for the recovery of costs and funding aspects of Washington Gas Light
Companys Revised Accelerated Pipe Replacement Plan. 2014

Case No. EC-l 230082-00 - Energy Mississippi - On behalf of Mississippi Public Utilities Staff reviewed and
testified on the reasonableness of Energy Mississippi, Inc.s proposed depreciation rates and cost of service study.
2014

Case 9345 - Maryland Water Services - On behalf of Maryland Office of People's Counsel testified on the
reasonableness of the water utility's proposed revenue requirement. 2014

Case No. 2013-00167 - Columbia Gas of Kentucky - On behalf of the Office of Rate Intervention of the Attorney
General for the Cormnonwealth of Kentucky testified on the reasonableness of the Company proposed rate increase.
2013

Docket 13G-1301 - Consolidated Edison ._ On behalf of US Power Generating Company testif ied on the
reasonableness of proposed modifications to natural gas balancing services. 2013

Docket No. 13-01-09 ....United Illuminating - On behalf of the Connecticut Office of Consumer's Counsel examined
the reasonableness of the Companys proposed construction budget. 2013

Case U-17169 Serco Energy - On behalf of the Michigan Department of Attorney General testified on the
reasonableness of the Company's proposal to modify its accelerated main replacement form for gas distribution
facilities. 2013

I.
I

i

Docket No. 13-06003 - Sierra Power Company - On behalf of the Nevada Public Service Commission, testified on
the reasonableness of Company's proposed depreciation rates. 2013.

Docket No. E-ol 933A-I 2-029] - Tucson Electric Power -- On behalf of the on behalf of the Arizona Residential
Utility Consumer Office examined the reasonableness of the Companys rate increase. 2012

Case No. FC 1093 - Washington Gas and Light - On behalf of the People's Counsel of the District of Columbia,
testified on the reasonableness of the Company's proposal to replace and/or remediate certain gas distribution
facilities that are subject of this case, 2012.

Docket No. C-201 12226096 - Pennsylvania American Water Co. In a class-action lawsuit, testified before the
PA PUC on behalf of C. Leslie Pettko on the reasonableness of the surcharges imposed by Pennsylvania American
Water Company. 20 l2

Docket No. l 1-06007 - Nevada Power Company - On behalf of the Nevada Public Service Commission, testified
on the reasonableness of the Company electric depreciation study on Nevada Power Co. 201 l

MEUA -On behalf of the Municipal Electric Utilities Association, filed testimony with the New York Power
Authority (NYPA) on the reasonableness of the Authority's 201 l Rate Modification Plan for the Niagara Power
Project. 201 l

Case No. 9283 -.. Green Ridge Utilities, inc. - On behalf of Maryland Office of People's Counsel testified on the



reasonableness of the water utilitys proposed revenue requirement. 201 I

Case No. l lG-0280 .- Coming Natural Gas - On behalf of the Village of Bath. NY, analyzed the construction
program, revenue requirement, and rate design proposed by the gas distribution company serving the Village. 201l

Case No. l0-G-0598 - Bath Electric Gas and Water Systems - Tcstified as to the reasonableness of the Village of
Baths request for a refund relating to overcharges for gas purchased from the Corning Natural Gas Co. 201 l

Case No. U l 6472 - Detroit Edison On behalf of four large hospitals - Detroit Medical Center, Henry Ford
Health Systems, William Beaumont Hospital, and Trinity Health Michigan - testified on the reasonableness of the
continuation of a service class for large customers with special contracts. 20] l

Case No. 9252 - Artesian Water Maryland, Inc. - On behalf of the Maryland Office of People's Counsel, analyzed
proposed revenue requirement of Artesian Water Maryland, Inc. 201 l.

Case No. 10-E-0362 - Orange and Rockland Utilities, Inc. - On behalf of a coalition of municipalities, testified on
the reasonableness of the proposed revenue requirement of Company. 2010.

Docket No. 05- l0-RE04 - Connecticut Light and Power Co. - On behalf of the Connecticut Office of Consumer
Counsel, testified on the reasonableness of the assist in its review of the application of Company for approval of full
deployment omits Advance Metering Infrastructure ("AMl"). 2010

Docket Nos. 10-06003 and 10-06004 - Sierra Power Company - On behalf of the NevadaPublic Service
Commission, testified on the reasonableness of Company's proposed depreciation rates. 2010.

Case No. 10-E-0050 .- Niagara Mohawk Power Corporation -- On behalf of a coalition of municipalities, testified on
the reasonableness of utility's proposal to eliminate contracts to provide street lighting service. 2010

Case No. 9248 - Maryland Water Services - On behalf of the Maryland Office of the People's Counsel, testified on
the reasonableness of theproposed revenue requirement of Maryland Water Services, Inc. 201 I

Docket No. 10-12-02 - Yankee Gas Services Company -- On behalf of the Connecticut Office of Consumer
Counsel, testified on the reasonableness of the Company's proposed depreciation rates. 20 l0

Case 09-E-0715 -. New York State Electric and Gas Corporation -- On behalf of Nucor Steel, Aubum, Inc. examined
the reasonableness of the utility's proposed construction program, revenue allocation, rate design and decoupling
mechanism. 2010

Case 09-S-0029 ... Consolidated Edison - On behalf of the County of Westchester testified to the reasonableness of a
Report Regarding Steam Price Elasticity and Long Temp Steam Revenue Requirement Forecast 2010

Docket No. 0901299 - Utilities, Inc. of Central Nevada - On behalf of the Nevada Attorney General's Bureau of
Consumer Protection testified on the overall revenue requirement, the appropriate level of rate case expense. and
allocation of corporate salaries. 2010

Docket No. 09-12-1 l - Connecticut Water Company - On behalf of the Connecticut Office of Consumer's Counsel
examined the reasonableness of the proposed Water Conservation Adjustment Mechanism. 2010

Case 9217 - Potomac Electric Power Company - On bchalfof the Maryland Office of People's Counsel examined
the reasonableness of the utility's proposed jurisdictional cost of service study, revenue allocation and rate design.
2010

Docket No. 09-12-05 - Connecticut Light & Power Company .. On behalf of the Connecticut Office of Consumer's
Counsel examined the reasonableness of the proposed depreciation rates, revenue allocation and rate design. 2010

Case 09-S-0794 - Consolidated Edison .-SteamRates -- On behalf of County of Westchester testified to the



reasonableness of the Companys proposal to increase retail rates. 2010

Case 09-G0795 - Consolidated Edison - Gas Rates On behalf of County of Westchcstcr testified to the
reasonableness of the Companys proposal to increase retail rates. 2010

Case 10-S-0001 - Project Orange Associates, LLC -- On behalf of Project Orange Associates testified to the
reasonableness of whether the steam customers of Syracuse University could benefit if a steam transportation tariff
were adopted by the New York Public Service Commission. 2009

Docket No. E7, Sub 900 - Duke Energy Carolinas, LLC ._ On behalf of the Sierra Club Southern Alliance for
Clean Energy testified on the reasonableness of the Companys request to recover construction work in progress in
rate base and to comment on whether the costs incurred by the Company for the supercritical coal plant Cliffside
Unit 6 are reasonable and prudent. 2009

D.P.U. 8-64 - New England Gas Company - On behalf of the Massachusetts Attorney General testified to the
reasonableness of the accuracy of the Company's accounting data as it related to affiliate transaction with the parent
Company. 2009

Formal Case No. 1027- Washington Gas Light Company - On behalf of the Office of People's Counsel of the
District of Columbia testified to the reasonableness of the Company's use of mechanical couplings and problems
related thereto. 2009

Docket No. G-04204A080571 -- UNS Gas, INC. -- On behalf of the on behalf of the Arizona Residential Utility
Consumer Office examined the reasonableness of the Company's embedded cost of service study, proposed revenue
allocation, and proposed rate design. 2009

Case 09-S-0029- Consolidated Edison _ On behalf of the County of Westchester testified to the reasonableness of
the method of allocating costs bchveen the utility's steam system and its electric system. 2009

Docket No. 09-0407 - Cormnonwealth Edison - Onbehalfof the People of the State of Illinois testified to the
reasonableness of Company's Chicago Area smart Grid Initiative. 2009

Docket No. E-01345A-08-0172 - Arizona Public Service - On behalf of the onbehalf of the Arizona Corporation
Commission examined the reasonableness of the Company's embedded cost of service study proposed revenue
allocation, proposed rate design and proposal regarding demand side management cost recovery. 2009

Case 9 l82 .- Maryland Water Service, Inc. - On behalf of the Maryland Office of People's Counsel examined the
reasonableness of the utility's proposed bulk purchased water rate increase. 2009

Case 9182 .- Arlesian Water Maryland, Inc. - On behalf of the Maryland Office of People's Counsel examined the
reasonableness of the utility's proposed advance fees to connect new water customers in the Whitaker Woods
subdivision. 2009

i

Case 08E-0539 - Consolidated Edison - Electric Rates -- On behalf of County of Westchester testified to the
reasonableness of the Company's proposal to increase retail electric rates by $854 million. 2008

Docket No. 08-07-04 - United Illuminating - On behalf of the Connecticut Office of Consumer's Counsel examined
the reasonableness of the Company's proposed construction budget. 2008

Docket No. 08-06036 - Spring Creek Utilities On behalf of the Nevada Attorney General's Bureau of Consumer
Protection testified on the overall revenue requirement, the cost allocation and amortization of a new financial
accounting system, the appropriate level of rate case expense, allocation of corporate salaries, recovery of property
taxes, and rate design. 2008

D.P.U. 8-35 - New England Gas Company - On behalf of the Massachusetts Attorney General testified to the
reasonableness of the Company's request to increase rates in light of the terms of a previous settlement, the level of



expenses being charged from the parent Company to the affiliate, the proposed increase in depreciation expense and
the proposed revenue allocation and rate design. 2008

Docket No. 08-96 - Artesian Water Company on behalf of the Staff of the Delaware Public Service Commission
examined the reasonableness of the Company's cost of service study and proposed revenue allocation arid rate
design. 2008

Docket No. 05-03- I7PH02 - Souther Connecticut Gas Company - on behalf of the Connecticut Office of
Consumer's Counsel examined the reasonableness of the Companys embedded costs of service study and proposed
revenue allocation and rate design. 2008

Docket No. 06-03-04PH02 -. Connecticut Natural Gas Corporation - on behalf of the Connecticut Office of
Consumer's Counsel examined the reasonableness of the Company's embedded cost of service study and proposed
revenue allocation and rate design. 2008

Docket No. G0155 l A-07-0504 - Southwest Gas Corporation - on behalf of the Arizona Corporation Commission
examined the reasonableness of the Company's embedded cost of service study, proposed revenue allocation,
proposed rate design and proposals regarding revenue decoupling. 2008

Docket No. E-0 l933A07-0402 - Tucson Electric Power Company - on behalf of the Arizona Corporation
Commission examined the reasonableness of the Company's embedded cost of service study proposed revenue
allocation, proposed rate design and proposals regarding mandatory time of use rates. 2008

Docket No. 0709030 - Southwest Gas Corporation ._ on behalf of the Staff of the Nevada Public Utilities
Commission testified on the reasonableness of the utilitys proposed depreciation rates. 2008

Civil Action 05C-457-l - Dominion Hope - on behalf of former employee of the utility examined the utility's
hedging and sales for resale practices between affiliates. 2008

Case 07829-GA-AIR - Dominion East Ohio - on behalf of the Office of the Ohio Consumers Counsel examined
the reasonableness of the Company's embedded cost of service study, proposed revenue allocation and rate design
and examined the reasonableness of proposals on revenue decoupling and straight fixed variable rate design. 2008

Case 07-S1315 - Consolidated Edison Steam Rates -- On behalf of County of Westchester testiGed to the
reasonableness of the method of allocating costs between the utility's steam system and its electric system. 2008

Case No. 9 l 34 - Green Ridge Utilities, Inc. - on behalf of the Maryland Office of People's Counsel examined the
reasonableness of the utility's proposed rate application including the appropriate cost allocation and amortization
period for expenses incurred to develop and implement Project Phoenix (a new software and financial accounting
system project), the appropriate level of rate case expense, the requested rate of return and the appropriate level and
allocation for common expenses from the parent company. 2008

Case No. 9135 -- Provinces Utilities, Inc. - on behalf of the Maryland Office of People's Counsel examined the
reasonableness of the utility's proposed rate application including the appropriate cost allocation and amortization
period for expenses incurred to develop and implement Project Phoenix (a new software and financial accounting
system project), the appropriate level of rate case expense, the requested rate of return and the appropriate level and
allocation for common expenses from the parent company. 2008

Case 07-M-0906 - Energy East and lberdrola - On behalf of Nucor Steel, Auburn, Inc. examined the reasonableness
of the proposed Acquisition of Energy East Corporation by lberdrola merger. 2008

Case 07-E0523 - Consolidated Edison - Electric Rates -- On behalf of County of Westchester testified to the
reasonableness of the Company's proposal to increase retail electric rates by over Sl .2 billion or 33%. 2007

Docket Nos. ER07-459002, ER07-513002 and EL07-l l~002 - Vcnnont Transco -- on behalf of the Vermont
Towns of Stowe and Hardwick, and the Villages of Hyde Park, Johnson and Morrisville on whether the direct



assignment and rate impacts of a proposed transmission line were with current policy of the Federal Energy
Regulatory Commission 2007

Docket No. 0705-19 -. Aquarion Water Company .- On behalf of the Connecticut Office of Peoples Counsel
examined the reasonableness of the utility's proposed revenue allocation rate design weather normalization and

depreciation rates 2007

Docket No. E-04204A-060783 -. UNS Electric - On behalf of the Arizona Corporation Commission testified on the
reasonableness of the utilitys proposed revenue allocation and rate design. 2007

Docket Nos. 0611022 and 061 1023 - Nevada Power Company - On behalf of the Staff of the Nevada Public
Utilities Commission testified on the reasonableness of the utilitys proposed depreciation rates and expense levels.

2007

Case 06-G-l 186 - KeySpan Delivery Long Island - on behalf of the Counties of Nassau and Suffolk analyzed the
Company's proposed rate design for amortization of costs for expenditures relating to Manufactured Gas Plants.
2007

Case 06-M0878 - National Grid and KeySpan Corporation -- on behalf of the Counties of Nassau and Suffolk
analyzed the public benefit of the proposed merger, customer service, demand side management programs, rate
relief as it relates to competition and customer choice die repowering of the existing generating stations on Long
Island, and the remediation of contamination caused by Manufactured Gas Plants. 2007

Docket No. 0607~08 - Connecticut Water Company - On behalf of the Connecticut Department of Utility Control
examined the reasonableness of the utility's proposed depreciation rates revenue allocation and rate design. 2006

Docket No. EL07-l 1-000 .- Vermont Transco -- on behalfof the Vermont Towns of Stowe and Hardwick, and the
Villages of Hyde Park, Johnson and Morrisville evaluated whether the proposed and subsequently abandoned
allocation of costs for the Lamoille County Project was reasonable and whether the direct assignment and rate
impacts of a proposed transmission line were with current policy of the Federal Energy Regulatory Commission.
2006

Case 05S1376 - Consolidated Edison - Steam Rates ~- On behalf of County of Westchester testified to the
reasonableness of themethodof allocating costs between the utility's steam system and its electric system. 2006

Docket No. 06-48-000 - Braintree Electric Light Department - On behalf of the municipal utility presented an cost
of service study used to calculate the annual revenue requirement for a generating station that was deemed to be
required for reliability purposes. 2006

Case 05-E-1222 - New York State Electric and Gas Corporation - On behalf of Nucor Steel, Auburn, Inc. examined
the reasonableness of the utility's proposed average service lives. forecast net salvage figures and proposal to
switch from whole life to remaining life method. 2006

Docket No. 05-10004 - Sierra Pacific Power Company - On behalf of the Staff of the Nevada Public Utilities
Commission testified on the reasonableness of the utilitys proposed electric depreciation rates and expense levels.
2006

Docket No. 0510006 - Sierra Pacific Power Company - On behalf of the Staff of the Nevada Public Utilities
Commission testified on the reasonableness of the utility's proposed gas depreciation rates and expense levels. 2006

Docket No. ER06-l7-000 - ISO New England, Inc. - On behalf of a group of municipal utilities in Massachusetts
prepared an affidavit on the reasonableness of proposed changes to the Regional Network Service transmission
revenue requirements rate setting fomaula. 2005

Case 04-E-0572 .- Consolidated Edison .- Electric Rate - On behalf of the County of Westchester testified to the
reasonableness of the Company's revenue allocation amongst service classes and the companys fully allocated



embedded cost of service study. 2004

Docket No. 0402-14 .- Aquarion Water Company - On behalf of the Connecticut Department of Utility Control
examined the reasonableness of the utilitys proposed depreciation rates, weather normalization proposal and certain
operation and maintenance expense forecasts. 2004

Docket No. U13691 .. Detroit Thennal, LLC - On behalf of the Henry Ford Health Systems testilicd on the
reasonableness of the utility's proposed default tariffs for steam service. 2004

Docket No. 04301 l - Soudiwest Gas Corporation .- On behalf of the Staff of the Nevada Public Utilities
Commission testified on the reasonableness of the utilitys proposed depreciation rates and expense levels. 2004

Docket No. ER03-563030 - Devon Power, LLC, et al. ~ On behalf of the Wellesley Municipal Light Plant filed a
prcparW affidavit with FERC with respect the proposal of ISO New England, Inc. to establish a locational Installed
Capability market in New England. 2004

Docket No. 0310002 - Nevada Power Company - On behalf of the Staff of the Nevada Public Utilities
Commission testified on the reasonableness of the utility's proposed depreciation rates and expense levels. 2004

Case 03-E0765 - Rochester Gas and Electric Corporation - Before the New York Public Service Commission
submitted testimony on rate design, rate unbundling, depreciation, commodity supply and reasonableness and
ratemaking treatment of proceeds from the sale of a nuclear generating plant. 2003

New York State Department of Taxation and Finance Versus Brooklyn Navy Yard Cogeneration Partners -
Testified on behalf of independent power producer in income tax case regarding tax payments associated with gas
used to produce electricity. Testimony focused on ratemaldng policies and practices inNew York State. 2003

Docket No. 2930 - Narragansett Electric - Before the Rhode Island Public Utilities Commission submitted
testimony on the reasonableness of the utility's proposed shared savings filing and its implications for the overall
reasonableness of the Companys distribution rates. 2003i.
Docket No. 03-0701 - Connecticut Light and Power Company - Before the Connecticut Department of Public
Utility Control testified to the recovery of "federally mandated" wholesale power costs. 2003

Docket No. ER03l274-000 - Boston Edison Company - Before the FederalEnergy Regulatory Commission
submitted affidavit on the reasonableness of the utility's proposed depreciation rates and expense levels. 2003

Case 210293 .- Coming Incorporated - Before the New York Public Service Commission submitted an affidavit on
certain actions of New York State Electric & Gas Corporation regarding the wholesale price of power in New York
and the utility's billing practices as they relate to flex rate contracts. 2003

Case 33231 I .- Nucor Steel Auburn, Inc. - Before the New York State Public Service Commission submitted an
affidavit on certain actions of New York State Electric & Gas Corporation regarding the wholesale price of power in
New York and the utility's billing practices as they relate to flex rate contracts. 2003

Case 6455/03 - Prepared affidavit for consideration by the Supreme Court of the State of New York as to the
purpose, need and fuel choice for the Jamaica Bay Energy Center (Jamaica Bay) as it related to good utility planning
practice for meeting the energy needs of utility customers. 2003

Case 00M0504 - New York State Electric and Gas Corporation - Reviewed reasonableness of utility's fully
allocated embedded cost of service study and proposed unbundled delivery rates. 2002

Docket No. TX96~4-001 - On behalf of the Suffolk County Electrical Agency proposed unbundled embedded cost
rates for wheeling of wholesale power across distribution facilities. 2002

Case 00-E-1208 - Consolidated Edison: Electric Rate Restructuring - On behalf of Westchester County, addressed



reasonableness of having differentiated delivery services rates for New York City and Westchester. 200 I

Case 0 I E-0359 - Petition of New York State Electric & Gas -. MultiYear Electric Price Protection Plan -
Addressed reasonableness of Price Protection Plan (PPP) presented alterative rate plan that called for 20%
decrease in utility's base rates. 200 l

Case OlE-001 l .- Joint Petition of Co-Owners of Nine Mile Nuclear Station - Addressed the reasonableness of the
proposed nuclear asset sale and the ratemaking treatment of the after gain sale proposed by NYSEG. 200 l

Docket No. EL00~62-005 - ISO New England Inc. - Submitted affidavit on reasonableness of IdOs proposed
$4.75/kW/month Installed Capability Deficiency Charge. June 200 l

Docket No. EL00-62-005 - ISO New England Inc. - Submitted affidavit on reasonableness of proposed
$0. l 7/kW/month Installed Capability Deficiency Charge. January 200 l

Docket No. 2861 .- Pascoag Fire District: Standard Offer, Charge, Transition Charge and Transmission Charge -
Testified on elements of individual charges, procedures for calculation and reasons for changes from previous filed
rates. 200I

Case 96E-0891 - New York State Electric & Gas: Retail Access Credit Phase - On behalf of a large industrial
customer, testified on cost of service considerations regarding NYSEG's earnings performance under the terms of a
multi-year rate plan and the appropriate level of Retail Access Credit for customers seeking alternate service from
alternate suppliers. 2000

Docket No. ER99-978-000 - Boston Edison Company: Open Access Transmission Tariff - Testified on design,
revenue requirement, and reasonableness of proposed formula rates proposed by Boston Edison Company for
calculating charges for local network transmission service under open access tariff 1999

Docket Nos. OA97-237-000, et. al. - New England Power Pool: OATT .- Testified on design, revenue requirement,
and reasonableness of proposed formula rate for transmission service, testified to proposed rates, charges, terms and
conditions for ancillary services. 1999

Docket No. 2688 - Pascoag Fire District: Electric Rates - Testified on elements of savings resulting from
renegotiation of contract with wholesale power supplier and presented analysis that justified need for and amount of
base rate increase. 1998

New York State Department of Taxation and Finance Versus Zap coEnergy Tactics Corporation.-.Testified on
behalf of independent power producer in income tax case regarding tax payments associated with electric
interconnection equipment. Testimony focused on policies and practices faced in doing business in New York
State. 1998

Docket No. 2516 - Pascoag Fire District: Utility Restructuring - Testified on manner and means for utility's
restructuring in compliance with Rhode Island Utility Restructuring Act of 1996. Testimony presented a
methodology for calculating stranded cost charge, unbundled rates, and new terms and conditions of electric services
in deregulated environment. 1997

Case 94-E-0334 -- Consolidated Edison: Electric Rates - Led Staff team in review of utility's multi-year rate filing
seeking increased rates of $400 million. Directed team in review of resource planning, power purchase contract
administration, and fuel and purchased power expenses and testified on reasonableness of company's actions
regarding buy-out of contract with an independent power producer and renegotiation of contract with another
independent power producer. Lead negotiations for multi-year settlement and performance-based ratemaking
package that resulted in a threeyear rate freeze. 1994

Case 93-G-0996 - Consolidated Edison: Gas Rates . Testified on reasonableness of utility's proposed depreciation
rates. 1994



Case 93-S-0997 - Consolidated Edison: Steam Rates - Testiticd on reasonableness of utilitys resource planning for
steam utility system. 1994

Case 93-S-0997 and 93-G-0996 - Consolidated Edison: Steam Rates - Testified on reasonableness of multiyear
rate plan proposed by the utility. 1994

Case 94-E0098 .- Niagara Mohawk: Electric Rates .- Reviewed utility's management of its portfolio of power
purchase contracts with independent power producers for the reasonableness of recovery of costs in retail rates.
1994

Case 93-E0807 - Consolidated Edison: Electric Rates - Testified on rate recovery mechanism for costs associated
with termination of five contracts with independent power producers. 1993

Case 92-E-0814 - Petition for Approval of Curtailment Procedures - Testified on methodology for estimating
amount of power required to be curtailed and staffs estimate of curtailment. 1992

Case 90-S-0938 ._ Consolidated Edison: Steam Rates - Testified on reasonableness of utility's embedded cost of
service study, and proposed revenue re-allocation arid rate design. 199 l

Case 91-E-0462 - Consolidated Edison: Electric Rates ._ Implementation of partial passthrough fuel adjustment
incentive clause. 199 l

Case 90-E-0647 - Rochester Gas and Electric: Electric Rates- Analysis and estimation of monthly fuel and
purchased power costs for use in utility's performance based partial pass-through fuel adjustment clause. 1990

Case 29433 - Central Hudson Gas and Electric: Electric Rates - Analysis of utility's construction budgeting
process, rate year electric plant in service forecast, lease revenue forecast, forecast and rate treatment of profits from
sales of wholesale power and estimation of fuel and purchased power expenses for use in the utility's partial pass
through fuel adjustment clause. 1987

Case 29674 .-Rochester Gas and Electric: Electric Rates - Review of utility's historic and forecast O&M
expenditure levels forecast and rate treatment of profits from wholesale power, and estimation of fuel and purchased
power expenses, and price out of incremental revenues from increased retail sales. 1987

Case 29195 - Central Hudson Gas and Electric: Electric Rates - Review of utility's construction budgeting process,
analysis of rate year electric plant in service, forecast and rate treatment of profits from sales of wholesale power,
and estimation of fuel and purchased power expenses. 1986

Case 29046 .- Orange and Rockland Utilities: Electric Rates - Testified on the reasonableness of the utility's
proposed depreciation rates and expense levels. 1985

Case 28313 - Central Hudson Gas and Electric: Electric Rates - Review of utility's construction budgeting process,
analysis of rate year electric plant in service forecast, review of rate year operations and maintenance expense
forecast, forecast and rate treatment of profits from sales of wholesale power, estimation of fuel and purchased
power expenses. 1984

Case 28316 - Rochester Gas and Electric: Steam Rates .- Price out of steam sales including the review of historic
sales growth, usage patterns and forecast number of customers. 1984

National Association of State Utility Consumer Advocates Annual Conference, 2012 - Speaker accelerated main
replacement programs

Speaker on a case study ofNational Association of State Utility Consumer Advocates Annual Conference, 2008 -
"Smart Metering"



Multiple Interveners Annual Conference - What Will impact Market Prices? 1998 Syracuse New York - Speaker
on the impact that deregulation would have on market prices for large industrial customers.

IBC Conference - Successful Strategies for Negotiating Purchased Power Contracts, 1997, Washington, DC -
Speaker on NY power purchase contract policies, ratepayer valuation, contract approval process and policy on
recovery of buyout costs.

Gas Daily Conference - Fueling the Future: Gas' Role in Private Power Projects, 1992, Houston, Texas - Panel
member addressing changing power supply requirements of electric utilities.

MEMBERSHIPS/ASSOCIATIONS

Member Municipal Electric Utility Association
Northeast Public Power Association
New York State Independent System Operator



Attachment FWR-2 - CONFIDENTIAL



Attachment FWR-3 - APS Responses on Edison Electric Institute Dues
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ARIZONA PUBLIC SERVICE COMPANY
PRE-FILED SET OF DATA REQUESTS

REGARDING THE APPLICATION TO APPROVE RATE SCHEDULES
DESIGNED TO DEVELOP A JUST AND REASONABLE RATE OF RETURN

DOCKET no. E-01345A-16-0036
JUNE 1,2016

Pre-filed 1.54: Edison EI tr i  In i ut

a. What amount of dues for EEl has the Company requested?
Show the amounts, by account.

b. Provide copies of the Edison Electric Institute dues invoices
for the years 2014 and 2015.

c. Include invoices for each EEl committee and subgroup.

d. Identify the portion of EEl dues for each EEl group for
lobbying activities that has been recorded into below the
line.

a.Response: Please see attachment APSRC00490 for the information
requested. The company has requested $720,274 of non-
lobbying related EEl membership dues recorded in account
930.2. Also included in the request are subcommittee dues
attached in part c below. UARG membership dues of
$185,889 recorded in account 930.2. USWAG membership
dues of $40,500 recorded in account 930.2.

b. and APSRC00540 are theAttached as APSRC00539,
requested invoices.

and APSRC00542 are thec. Attached as APSRC00541,
requested invoices.

d Please see attachment APSRC00490 for the information
requested. Lobbying expenses for EEl of $211,748 were
recorded into below-the-line accounts during the Test Year.
Also included in the EEl dues are donations of $30,000 that
were recorded into below-the-line accounts during the Test
Year.

l

l
l
l
l

Witness: Elizabeth Blankenship
Page 1 of 1

l

i

l



701 PennsytvaniaAvenue, n.w. o Washington, 0.c. 200042696 o phnne(202)s084s000Edison Electric Institute
/u»¢r1f,A==»¢a¢ar

Invoice for Membership Dues

ram

11/27/2013

Invoice Number

DUES201450
i

Paymentdue on or before1/31/2014
1

PINNACLE WEST CAPrrAL CORP
4 0 0  N 5 m  S T
PHoEn ix , AZ  85004 -3902

l

1I
i

TotalDacdption

2014 E H  M e mbe r sh lp  D ue s f o r .

i

Regular Activities  of Edison Electric  Ins titute 1

Industry Issues 2

Restoration, Operations , and Cris is  Management Programly

$797,963
79,796
5,000

2014 Contr ibution tolhe  Edison Foundation, which funds IEE 4
3 0 ,0 0 0

Total $ 9 1 2 , 7 5 9

1 The portion of 2014 membership dues relating to intluendng legislation, whid'r is not deductible for federal income tax purposes, is estimated to be
18%.

2 The portion of the 2014 industry issues support relating to inlluendng legislation is estimated to be40%.

3 The Restoration, Operations, and Crisis Management Program funds improvements to industry-wide responses to major outages. continuity d
industry and business operations, and EEls I hazards support and coordination of the industry during times of rises. No portion d this
assessment is allocable to intluendng legislation.

4 The Edison Foundation is an IRC 501(c)(3) educational and charitable organization. Contributions are aeuuaibie for federal income to purpose to
the extent provided by law. Please o0nsult your tax advisor with respect to your specific situation.

P L E A S E N O T E  I N F O R M AT I O N  F O R  E L E C T R O N I C  P AY M E N T

The following instructions should be used when transferring funds eJectr10nically (ACH or wire) to Edison Electric Institute:

Beneficiarys Bank:

bank' s Address:

Bank's ABA Num ber :

Benefic iary:

Benefic iary's Acct No:

Benefic iary's Address:

Benefic iary Reference:

Walls Fargo Bank, NA.

Washington DC

121000248

Edison Electric Institute

2 0 0 0 0 1 3 8 4 2 8 9 7

701 Pennsylvania Avenue, NW

Washington, DC 20004-2696 USA

2014 Membership Dues

Please refer any ques tions  to Terr i O liva. EEl Controller: (202)508-5541 or memberdues@eei.org

APSRC00539
Pan# 1 Rf 9



. = ,

INNOVATION

x ELECTRICITY
EFFICIENCYI€8IEE

An Institute of The Edison Foundation

About lEE

lEE is an Institute of The Edison Foundation focused on advancing the adoption of innovative
and efficient technologies among electric utilities and their technology partners that will
transform the power grid. [EE promotes the sharing of information, ideas, and experiences
among regulators, policymad<ers, technology companies, thought leaders, and the electric power
industry. lEE also identifies policies that support the business case for adoption of cost-effective
technologies. lEE's members are committed to an affordable, reliable, secure, and clean energy
future.

lEE is governed by a Management Committee of electric industry Chief Executive Officers. lEE
members are the investor-owned utilities that represent about 70% of the U.S. electric power
industry. lEE has a permanent Advisory Committee of leaders from the regulatory community,
federal and state government agencies, and other informed stakeholders. lEE hasaStrategy
Committeeof senior electric industry executives and 30 smart gridtechnologycompany
partners.

About The Edison Foundation \
\

/
The

EDISON
F O U N D A T I O N

/
/8The Edison Foundation (EF) isa50l(c)(3) charitable

organization dedicated to bringing the benefits of electricity to
families, businesses, and industries worldwide. Furthering
Thomas Alva Edison's spirit of invention, the Foundation works
to encourage a greater understanding of the production, delivery,
and use of electric power to foster economic progress, to ensure I
a safe and clean environment; and to improvethequality of life for all people. The Edison
Foundation provides knowledge, insight, and leadership to achieve its goals through research,
conferences, grants, and other outreach activities.

Funding for 2014

EF/IEE requests contributions from individual utilities based on the following revenue fomlula:

$50,000
$30,000
$l 5,000
$5,000

Companies with revenues in excess of $10 billion a year
Companies with revenues from $3 billion to $10 billion a year
Companies with revenues from $1 billion to $3 billion a year
Companies with revenues less than $1 billion a year

Contributions ro The Edison Foundation and its programsaretax deductible inthesame
manneras contributions to any 501(c)(3) organization.

i
Membership

Membership is open tO all electric utilities, including investor-owmed utilities, public power
utilities, electric cooperatives, and international utilities.

701 Pennsylvania Avenue N.W Washington, D.C. 20004 2696 I 202508 5440 l F8X: 202508.5150 I www.edis0nfoundation.net/iee
APSRC00539

Dana9 Rf 9



701 Pennsylvania Avail n.w. | Washington 0.C. 200042696 u Phone(202)S085000
Edison Electric Institute

puwuuyimamarur

Invoice for Membership Dues

i

UNUIMNMWunar-

12/02/2014

Payment due on or before 1/30/2015

PinnAci£ wesT CAPrrAL CORP

400 N 5TH ST

PHoenix, AZ 85004-3902

n-suinuun

2015 EEl Membership Dues for.

Regular Activities d Edison Electric Institute '

Industry Issues 2

Restoration, Operations, and Crisis Management Program a

$833,656
83,366
15,000

2015 Contribution to The Edison Foundation, whir funds III 4
30.0001

0Total sssz,o22

and Crisis Management Program is related to improvements to industry-wide responser to mor outages (e.g.
National Response Event). continuity of industry and business operations, and EEls all hazards support and coordination o the industry during

1 The portion of 2015 membership dues relating to influencing legislation, viMich is not deducible for federal income tax purposes, is estimated to be
13%.

2 The portion of the 2015 industry issues support relating to inlluendng legislation is estimated to be 25%.

3 The.Restoration, Operations,

times of arises. No portion of this assessment is allocable to inhuerréing legislation.
.

4 The Edison Foundation is an IRC 501(c)(3) educational and draritable organization. Contributions are deductible for federal income tax purpose to
the extent provided by law. Pleas consult your tax advisor with reaped to your specific situation.

PLEASE NOTE INFORMATION FOR ELECTRONIC PAYMENT

The following instructions should be used when transferring funds electronically (ACH or wire) to Edison Electric Institute:

Beneticiarys Bank:

Bank's Address:

Bank's ABA Number:

Beneficiary

Beneficiary's Acct No:

Beneficiary's Address:

Beneficiary Rderence:

Wells Fargo Bank, N.A.

Washington. DC

121000248

Edison Electric Institute

2 0 0 0 0 1 3 8 4 2 8 9 7

701 Pennsylvania Avenue. NW

Washington, DC 200042696 USA

2015 Membership Dues '

Please refer any questions to Terri Oliva, EEl Controller (202) 508-5541 or memberdues@eei.org

APSRC00540
Pane 1 Rf 1



pa
Edison Electric Institute
701 Pennsylvania Avenue, N.W.
Washington. DC 20004-2696
USA-EE|-

Customer # 0004149150 I n v o i c e

Invoice # 1 123897

Invoice Date: 02/07/2014

FEIN: 13-0659550

Arizona Public Service Co.
400 N 5th Street
phoenix, Az 85004-3902

Price DiscountDescription AmountQuantity

i2014 USWAG Membership Dues $0.00$39,375.00 $39.375.00

DO * 760409690

EHS 702 i

I47/
.

J>@,»*.

Re, to:

invoice Total

Taxes

Amount Paid

This invoice iS for the 2014 Utility Solid Waste Activities Group (USWAG)
Membership Dues. If you have questions about the invoice, please contact
Gayle Novak, at 202-508-5654. If you nave questions about making a
payment for this invoice please contact Carol Ray in EEls Internal
Accounting Department, at 202-508-5428.

PLEASE PAY

$39,375.00

$0.00

$0.00

$39,375.00

PLEASE.OETACH AND REMIT WITH YOUR PAYMENT

Select Payment MethodInvoice #2 123897

Customer #1 0004149150

[
IExp DateArizona Public Service Co.

400 N 5th Street
Phoenix, AZ 85004-3902

Remit Payment To:

Check Enclosed

Card Provider

Card #

Card Holders Name

Card Holders Signature

539,375.00Edison Electric Institute
Total Duet

701 Pennsylvania Avenue, N.W., Washington, DC 20004-2696, USA

Amt Remitted APSRC00541
Pane 1 Rf 2



Edison Electric Institute
701 Pennsylvania Avenue, N.W.
Washington, DC 20004-2696
USA

1

Customer #: 0004149150
I n v o i c e

Invoice # : 121298

Invoice Date: 12/17/2013

FEINI 13-0659550

_
Arizona Public Service Co
400 N 5th Street
phoenix, AZ 85004~3902

Description nscornn AmountQ»-wmv Price

2014 UARG Membership Dues 1 $177,024.00 $0.00 $177,024.00

700646 805 3.PT

Iu 4/

lQC,

4 » »-
Cl4¢:f§,¢_ *<=# 9?3/¢»5',I! '-\

Invoice Total

Taxes

Amount Paid

S177024.00

$0.00

$0.00

This invoice is for your participation in the Utility Air Regulatory Group (UARG)
for the calendar year2014. if you have questions about the program, please
contact Andrea Field at202-955-1558. If you have questions regarding this
invoice or to make payment arrangements, please contact Carol Ray, in EEl's
Internal AccountiNg Department, on 202-508-5428.

PLEASE PAY $177,024.00

PLEASE DETACH AND REMIT WITH YOUR PAYMENT

Select payment method

!
Invoice #: 121298

Customer #: 0004149150

I]
lExp Date

_
Arizona Public Service Co
400 N 5th Street
Phoenix, AZ 85004-3902

Remit Payment To:

Check Enclosed

Card Provider

Card Er

Card Holder's Name

Card Holder's Signature

$177,024.00Edison Electric Institute
Total Due:

701 Pennsylvania Avenue, N.W., Washington, DC 20004-2696. USA APSRC00541
Page 2 of 2



vEEl.
Edison Electric Institute
701 Pennsylvania Avenue. N.W.
Washington, DC 20004-2696
USA

Customer #: 0004074490
In v o ic e

Invoice #: 139008

Invoice Date: 12/17/2014

FEIN: 130659550

pinnacle West Capital Corp.
PO Box 53999, MS8695
Phoenix, AZ 85072-3999

1
i

i

i

l

Quantity

1

Descrlpticn

2015 UARG Membership Dues

Price

$185889.00

Discount

$0.00

Amount

$185889.00

,cl ". . ("\'
@1 (\W\\ 'i

Up* 4

o~i\»~~E He 'ion
\"iu0

Klip \030

This invoice is for your participation in the Utility Air Regulatory Group
(UARG) for the calendar year 201s. If you have questions about the
program please contact Andrea Field at 202-955-1558. If you have questions
regarding this invoice or to make payment arrangements, please contact Carol
Ray, in EEl's lnternai Accounting Department, on 202-508-5428.

i
I

I

Invoice Total

Taxes

Amount paid

PLEASE PAY

$185889.00

$0.00

$0.00
$185,889.00

PLEASE DETACH AND REMIT WITH YOUR PAYMENT

Select Payment MethodInvoice #1 139008

Customer #2 0004074490

U
/Exp Date

_
Pinnacle West Capital Corp.
PO Box 53999, MS8695
Phoenix, AZ 850723999

Check Enclosed

Card Provider _ .

Card# .

Card Holdcr's Name

Card Holder's SignatureRemit Payment To:

$185,889.00Edison Electric Institute
Total Due:

701 Pennsylvania Avenue N.W., Washington DC 200042696 USA APSRC00542
Page 1 of 4



Edmon Eledrtc Institute
701 Pennsytvama Avenue. NW
Washington DC 200042696
USA

Customer it 0004149150 In v o i c e

Invoice # . 140501
Invoice Dale. 01/23/2015
FE|N 130659550

_
Arizona Public Service Co
400 N 5th Street
Phoenix AZ 65004

Discount

$0.00

Description

201 s USWAG Membership Dues

Quantity Price

1 s405c0.00

Amount

s40500.00

540500.00This invoice is for the 2015 Utility son Waste Activities Group (USWAG)
Membership Dues. If you have questions about the invoice please contact
Gayle Novak at 2025085654 If you have questions about making a
payment Ra this invoice please contact Carol Ray in EEls Internal
Accounting Department at 2025085428.

Invoice ToiaI

Taxes

Amount Paid

PLEASE PAY $40500.00

PLEASE DETACH AND REMIT WITH YOUR PAYMENT

Select Payment MethodInvoice #1 140501

Customer# 0004149150

El
IEW DateArizona Public Service Co

400 N 5th Street
Phoenix AZ 85004

Chuck Enclosed

Card Provider

Card I

Card Holders Name

Card Holders SignatureRemit Payment To

$40,500.00Edison Electric Institute
roiat Due: APSRC00542

Page 2 of 4701 Pennsylvania Avenue, N.W. Washington. DC 200042698 USA

I
I
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January 20 2015

TO: USWAG Policy Committee

Enclosed is an invoice for your companys 2015 participation in the Utility Solid Waste Activities
Group (USWAG).

The total 2015 USWAG Budget is $3905000 We are pleased to report that Metropolitan
Water District of Southern California has joined USWAG since the 2014 billing cycle. Avista
Corporation discontinued membership in 2015.

r i

Please note that the revised formula will not be applied until calculation of 2016 dues. The
revised guidelines assessing dues on retired coal units is in effect for calculation of 201s dues.
Please reference the b I mi tee meeting minute for details

The Policy Committee agreed to a 2015 dues assessment of $36000 per full share. The USWAG
dues assessments are as follows:

l

l

l

h r
.125
.250
.375
.sao
.625
.750
.875

1.000
1.125
1.250
1.375
1.s00
1.625
1.750
1.875
2.000
2.125
2.250

went
4500
9000

13500
18,000
21875
27000
31500
36000
40500
45000
49500
54000
58500
53000
67500
72000
76500
81000

APSRC00542
Page 3 of 4
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Share Assessment

2.375
2.soo
2.625
27S0
2.875
3.000
3.125
3.250
3.375
3.500
3.625
3.750
3.a7s
4.000

sss00
90000
94500
99000
103500
108000
112500
117000
121,s00
126000
130500
135000
139500
144000

Thank you for your continued membership in USWAG. If you have any questions regarding
your billing please contact the Manager al Environmental and USWAG Program Services Gayle
Novak at 2026085654 or I .n yak uswa .or

Sincerely

r
I

Terry E. Coss Xcel Energy
USWAG Chairman

Enclosure

tvvvonvauoaensononxnsa¢»s\0¢¢o¢0o»n0»¢o0400000eswosanaasa0neuaao0¢m0¢c*o

This electronic mail transmission may contain confidential or privileged information If
you believe you have rwcivcd this message in error plctuzc notify the sider by reply
lratnsntission :Md delete the message without copying or disclosing it.
48800848¢O$¥¢$$4049909880U|!ll$¢#O*¢$¢¢¢¥OOO¢¢¢Ol800040090990¢¥9¢Ui¢9*¢$

APSRC00542
Page 4 of 4



EEl Membership Dues\

2015FERC Account 2014Membership Due
EEl Annual Membership Due 4261000

4264000

9302000
9302000

9302000

UARG Membership Dues
USWAG Membership Dues

30,000.00
211,748.00

720,274.00

185,889.00
40,500.00

1,188,411.00

30,000.00
202,683.00

680,076.00
177,024.00

39,375.00
1,129,158.00

c AccountEEl Membership Dues by FER
4261000
4264000

9302000

BTL Donations
BTL Lobbying EEl Dues

Operations and Maintenance

30,000.00
211,748.00
946,663.00

1,188,411.00

30,000.00
202,683.00
896,475.00

1,129,158.00

I
!
K

APSRC00490

Page 1 of 1



Attachment FWR-4 - APS Response to Discovery on Mechanics
of Ocotillo Deferral Mechanism

l

l



ARIZONA CORPORATION COMMISSION STAFF'S
NINTH SET OF DATA REQUESTS TO

ARIZONA PUBLIC SERVICE COMPANY REGARDING
THE APPLICATION TO APPROVE RATE SCHEDULES DESIGNED TO

DEVELOP A JUST AND REASONABLE RATE OF RETURN
DOCKET no. E-01345A-16-0036

AND
DOCKET no. E-01345A-16-0123

OCTOBER 11, 2016

Staff 9.19: Refer to the direct testimony and workpapers of APS witness Snook
concerning the Company's Ocotillo Deferral Request.

a. Show in detail how each amount on Mr. Snook's Ocotillo
Deferral Request work papers [LRS_WP01DR - Ocotillo
deferral and SCR rev req.xlsx] on the "Ocotillo WPS" tab was
derived.

b. Why are no "overhead loads" included in the plant costs?

c. What estimated "overhead loads" would be recorded by APS
for:

i. Units 3, 4 and 5?

ii. units 6 and 7?

d. Does the Company's accounting deferral request include any
plant costs associated with "overhead loads"?

e.

f.

i. If not, explain fully why not.

ii. If so, how much?

What debt rate is used to compute the Debt Return?

Show in detail how the Debt Return amounts are calculated.

are used for theg. What depreciation rate and useful life
Depreciation Expense?

h. Show in detail how the Depreciation Expense amounts are
calculated.

i. charges be applied during theWould any carrying
amortization period?

j.
i

If the answer to part i is "yes" explain fully, and show in
detail how the carrying charges curing the amortization
period would be computed.

I 2019" amountsk. How are the "Average Rate Base

Witness: Leland Snook
Page 1 of 6



E

ARIZONA CORPORATION COMMISSION STAFF'S
NINTH SET OF DATA REQUESTS TO

ARIZONA PUBLIC SERVICE COMPANY REGARDING
THE APPLICATION TO APPROVE RATE SCHEDULES DESIGNED TO

DEVELOP A JUST AND REASONABLE RATE OF RETURN
DOCKET no. E-01345A-16-0036

AND
DOCKET no. E-01345A-16-0123

OCTOBER 11, 2016

calculated? Show in detail.

I. The Company's proposed Commission Order language at
page 14 of Mr. Snook's direct testimony does not specify an
amortization period for the deferral. If that language were
used, would the decision concerning the amortization period
be reserved for the Commission to make in a future APS rate
case?

m. Is the Company requesting to defer any equity return
amounts for the OMP?

n. If the answer to part m is "yes" identify, quantify and explain
all equity return deferrals related to the OMP that APS is
proposing.

o. How will APS account for the revenue it receives from the
generation of energy that is produced by the OMP during the
accounting deferral period? Explain fully.

p. For each month of the anticipated accounting deferral period,
identify the amount of energy generation anticipated from
the OMP.

q For each month of the anticipated accounting deferral period,
identify the amount of revenue that APS expects from the
energy generation anticipated from the OMP.

r. For each month of the OMP accounting deferral period, show
and explain how the cost of power from the OMP compares
with the amount of estimated payments for energy that APS
would be making to obtain the energy from an alternative
source.

s. Is the OMP anticipated to generate any savings in fuel or
purchased power cost during the accounting deferral period?

i. If not, explain fully why not.

ii. If so, identify, quantify and explain the anticipated
fuel and purchased power savings associated with
the OMP.

Witness: Leland Snook
Page 2 of 6



ARIZONA CORPORATION COMMISSION STAFF'S
NINTH SET OF DATA REQUESTS TO

ARIZONA PUBLIC SERVICE COMPANY REGARDING
THE APPLICATION TO APPROVE RATE SCHEDULES DESIGNED TO

DEVELOP A JUST AND REASONABLE RATE OF RETURN
DOCKET no. E-01345A-16-0036

/\N[)

DOCKET no. E-01345A-16-0123
OCTOBER11,2016

t. Is the OMP anticipated to be eligible for accelerated tax
depreciation and bonus tax depreciation?

i. If not, explain fully why not.

ii. If so, identify the amounts of accelerated tax
depreciation and bonus tax depreciation in each tax
year that is expected for the OMP.

u. Does APS agree that accelerated and bonus tax depreciation
represents an important source of non-investor supplied
cost-free financing? If not, explain fully why not.

Response : a.
support of LRS WP01DR
Please see attachment APSRC01392 for additional details in

_ - Ocotillo deferral and SCR rev
req.xlsx work paper "Ocotillo WPS" tab. Table A & B at lines
7 thru 60 relate to Ocotillo Modernization project (OMP) cost
deferrals.

b. Please note that Mr. Snook's testimony at page 12, line 20,
states that the actual deferral will reflect the total ownership
cost incurred in construction and operation of OMP project.
Actual costs will include the actual direct and actual
overhead loads for the project. Mr. Snook's work papers
were prepared using only direct construction costs primarily
for two reasons. First, the overhead loads that will apply to
this project are not yet known. Overhead loads can be quite
variable from year-to-year and business area to business
area. Second, the amount of the Company's expected
investment in OMP has previously been reported to the
Commission and other external parties on the basis of direct
costs only. To avoid confusion, the Company decided to use
previously disclosed direct costs in its estimate. See
Response to Staff 9.19(c) below for a rough estimate of the
impact the inclusion of overhead loads may have on the
annualized deferral.

c. Overhead loads are administrative and general (A&G) and
engineering and supervision (E&S) costs allocated to capital
projects. The actual overhead allocation ratio can vary from
year to year depending on the level of A&G and E&S costs in
a given year and the volume of capital projects subject to
those allocations. The estimated overhead loads related to

Witness: Leland Snook
Page 3 of 6



ARIZONA CORPORATION COMMISSION STAFF'S
NINTH SET OF DATA REQUESTS TO

ARIZONA PUBLIC SERVICE COMPANY REGARDING
THE APPLICATION TO APPROVE RATE SCHEDULES DESIGNED TO

DEVELOP A JUST AND REASONABLE RATE OF RETURN
DOCKET no. E-01345A-16-0036

AND
DOCKET no. E-01345A-16-0123

OCTOBER 11, 2016

OMP could be in the range of 6°/o, or approximately $30
million. On an annualized basis, this load rate would
increase the cost deferral by approximately $2.5 million.

i. Overhead loads on OMP Units 3, 4 and 5 could be in
the range of 6°/o or approximately $18M. On an
annualized basis, this load rate would increase the
cost deferral by approximately $1.5 million.

ii. Overhead loads on OMP Units 6 and 7 could be in the
range of 6% or approximately $12M. On an
annualized basis, this load rate would increase the
cost deferral by approximately $1.0 million.

d. Yes, please see Response to Staff 9.19 (b) and (c) above. l

e . of 2 used an incremental iWork paper LRS_WP01DR Page 2
debt return of 6.75%. l

l
f. Please see attachment APSRC01392 page 1 line 12 and line

41 for the calculation of the Debt Return amounts. A debt
return is applied to 100% of the OMP in-service rate base for
the number of months in deferral period. The expense
associated with the debt return is deferred.

g A depreciation rate of 3.125% with a useful life of 32 years
was used to estimate the depreciation expense for OMP.

h. please see attachment APSRC01392 page 1 line 9 & 38 for
the calculation of the depreciation expense amounts.

i. After the costs of the OMP have been incorporated into the
Company's base rates, which is likely to be at the conclusion
of the Company's next rate case following the current case,
cost deferrals for OMP will cease. Carrying charges for both
debt and equity will be applied to the OMP rate base value at
that time just as they apply to any other investment
comprising the Company's rate base. Similarly, at the
conclusion of the Company's next rate case, it is expected
that the balance of the deferred expenses will start to be
amortized and recovered in base rates. As with any other
rate base item, the regulatory asset related to the
accumulated deferred expenses will incur carrying charges

Witness: Leland Snook
Page 4 of 6



1

ARIZONA CORPORATION COMMISSION STAFF'S
NINTH SET OF DATA REQUESTS TO

ARIZONA PUBLIC SERVICE COMPANY REGARDING
THE APPLICATION TO APPROVE RATE SCHEDULES DESIGNED TO

DEVELOP A JUST AND REASONABLE RATE OF RETURN
DOCKET no. E-01345A-16-0036

AND
DOCKET no. E-01345A-16-0123

OCTOBER 11, 2016

for both debt and equity.

j l
ll
l

l

Please see the Response to Staff 9.19(i) above. The
carrying charges will be equal to the value of the regulatory
asset in the Company's adjusted test year in (presumably)
the Company's next rate case times the Company's weighted
average cost of capital, including income taxes for the equity
return portion, authorized by the Commission in that rate
case.

k. Additional details on OMP average rate base estimates can
be seen in attachment APSRC01392 page 1 line 31 and line
60.

I. Yes.

m. No.

n. Not applicable.

o. Customers will get the benefit of the OMP from the first day
the units are in service. These benefits may occur as
reduced fuel and purchased power expenses or as higher off-
system margins. See the Response to Staff 9.19(s) below.
In both cases, the changes in fuel and purchased power
expenses will be reflected in lower PSA rates to customers
once the units become operational.

p The deferral period has not yet been determined, however,
attachment APSRC01388 shows anticipated monthly
generation from OMP from when it is expected to go in
service through the end of 2022.

I
i

q The OMP units are being developed to serve APS's native
load requirements. To the extent that the units are available
and market conditions are favorable, the units may be used
to generate off system sales. These sales and associated
revenues have not been estimated. Whatever they may be,
they will be credited to APS customers.

r. OMP is being developed for capacity, reliability, quick start
capability, fast-ramping and flexible operation purposes.
Comparable resource alternatives were evaluated in a 2015

Witness: Leland Snook
Page 5 of 6



ARIZONA CORPORATION COMMISSION STAFF'S
NINTH SET OF DATA REQUESTS TO

ARIZONA PUBLIC SERVICE COMPANY REGARDING
THE APPLICATION TO APPROVE RATE SCHEDULES DESIGNED TO

DEVELOP A JUST AND REASONABLE RATE OF RETURN
DOCKET no. E-01345A-16-0036

AND
DOCKET no. E-01345A-16-0123

OCTOBER 11, 2016

Peaking RFP. Results from that RFP showed that the OMP is
less expensive than comparable alternative sources. Please
refer to the independent monitor's letter provided in
response to Staff 9.12a attachment APSRC01385.

s.
\
\
1

OMP is expected to generate savings in fuel and purchase
power costs during the accounting deferral period compared
to not having OMP in service. The units are more efficient
than the steam units currently at Ocotillo, more efficient
than the other CTs on APS system, and provide added
flexibility to the system. The flexibility including quick
starting and fast-ramping of the OMP units allow APS to
integrate greater amounts of solar renewable generation by
ramping down as solar generation is added to the system
and ramping up quickly to full load as solar generation falls
sharply as the sun is setting. APS does not have an
estimate of savings in fuel and purchase power that fully
incorporates these benefits.

t. Yes, the capital investment in OMP is anticipated to be
eligible for accelerated bonus tax depreciation based on
current federal tax legislation.

i. This question does not apply given that the response
to 9.19 t. is yes.

ii. Please see attachment APSRC01392 page 1 line 26 &
55 which indicate the estimated amounts of
accelerated bonus tax depreciation related to OMP.

u. Yes. For this reason APS reduces rate base by the deferred
tax impact associated with accelerated and bonus
accelerated tax depreciation. This treatment will be applied
to bonus accelerated tax depreciation on OMP.

I

Witness: Leland Snook
Page 6 of 6
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TOTAL MONTHLY OCOTILLO MODERNIZATION PROJECT (OMP) GENERATION (MWH)
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ARIZONA PUBLIC SERVICE COMPANY
RUCO COMPUTATION OF INCREASE IN GROSS REVENUE REQUIREMENTS

ACC JURISDICTION
ADJUSTED TEST YEAR ENDED 1m1n015

(Thousands of Dollars)
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ARIZONA PUBLIC SERVICE COMPANY
TOTAL COMPANY

RUCO ADJUSTED TEST YEAR INCOME STATEMENT
TEST YEAR ENDED 12/31/2015

(Dollars in Thousands)

Total Company
Actual

For The
Test YearUna

M Description Ended 1 015 a
Line
LV2

(A)

Proforma
Adjustments (bl

(B)

Test Year
Results After

Proforma
Adiustmen(§ (c)

(C)

s $ $ 2.938.151 1.

2.

3.

1.

2.

3.

4.

Electric Operating Revenues
Revenues from Base Rates
Revenues from Surcharges
Other Electric Revenues

Total

2909648
408660
174049

3492357 4.

28503
(408660)

(3948)
(384105)

170101
3,108252

5.

6.

7.

8.

9.

10.

Operating expenses:
Electric fad and purchased power
Operations and maintenance excluding fuel expenses
Depreciation and amortization
Income taxes
Other taxes
Total

1101298
892796
474131
260,143
171499

2899866

5.

6.

7.

8.

9.

10.

(100561 )
(129878)

65919
(100185)

26140
(238365)

1 .000737
763,118
540.050
159958
197639

2681 ,502

11. Operating income 592491 11.446750(145740)

12.

13.

14.

15.

16.

Other lnoome (deductions):
Income taxes
Allowance for equity funds used during construction
Other income
Other expense

Total

14302
35215
2834

(19019)
33,332

12.

13.

14.

15.

16.

14302
35215
2.834

(19,019)
33332

17. Income before interest deductions

i.

625823 17.(145740) 480082

18.
19.
20.
21.
22

Interest deductions:
Interest on longterm debt
Interest on shortterm borrowings
Debt discount, premium and expense
Allowance for borrowed funds used during construction

Total

179563
7376
4793

(161 Sal
175.549

18.
19.
20.
21.
22.

179.563
7376
4793

(16183)
175549

23. Net income $ 23.304533s 450274 s 145740

rim Sc h I 1 Sch i le :
(c )  Ruco A2(a)  E2

(b)  Ruco c-2

Schedule C1
Page 1 of 1
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1 EXECUTIVE SUMMARY

2 RUCO recommends that the Commission adopt a 7.53 percent overall rate of return for Arizona

3 Public Service Company ("APS," or "Company"), based upon (i) RUCO's proposed capital

4 structure consisting of 44.20 percent long-term debt, and 55.80 percent common equity, (ii) an

5 embedded 5.13 percent cost of long-term debt, and (iii) RUCO's recommended 9.42 percent

j cost of common equity, as shown below:

8
CostWeiqht Weiqhted Cost

9 2.27 %
5.26 %

5.13 %
9.42 %

44.20 %
55.80 %

Long-Term Debt
Common Equity

10
Overall Rate of Return o

11

12

13

14

15

RUCO's 9.42 percent cost of equity is derived from estimates obtained from three cost of equity

estimation models, with the results obtained from the Discounted Cash Flow and Comparable

Earnings Models assigned a weighting of 40 percent, and the results obtained from the Capital

Asset Pricing Model assigned a weighting of 20 percent, as follows:

16
Weight
FactorCost Estimate

Weighted Average
Cost Estimate

17

18
8.85 %
7.28 %

11.06 %

3.54 %
1.46 %
4.42 %

40 %
20 %
40 %

Discounted Cash Flow
Capital Asset Pricing Model
Comparable Earnings

19 . o

o20

Average Cost of Equity

Weighted Average Cost of Equity

21

22 RUCO recommends that the Commission adopt a Fair Value Rate of Return ("FVROR") of 5.36

23 percent for APS. RUCO's recommended FVROR assigns a 1.00 percent cost rate to the fair

24 value increment of the Company's FVRB.

iii



Direct Testimony of John A. Cassidy
Arizona Public Service Company
Docket No. E-01345A-16-0036

I.
I
I
I

1 I will also demonstrate that the 10.50 percent cost of equity recommendation put forth by APS

2 witness, Dr. Bente Villadsen, significantly over-states the Company's actual cost of equity.

3

4 In addition, I demonstrate that the 10.8 percent cost of equity estimate which Dr. Villadsen relies

5 upon as the upper bound of her 10.0 percent - 10.8 percent reasonable range for APS is

6 overstated by 40 basis points.

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

iv
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1 |.

Q.

INTRODUCTION

Please state your name, occupation, and business address.2

A.3 My name is John A. Cassidy. I am a Public Utilities Analyst v with the Residential Utility

Consumers Office ("RUCO"). My business address is 1110 w. Washington Street, Suite4

220, Phoenix, AZ.5

6

Please describe your educational background and professional experience.7 Q.

8 A.

9

10

11

12

13

14

15

16

17

18

19

I hold a Bachelor of Arts degree in History from Arizona State University, a Master of

Library Science degree from the University of Arizona, and a Master of Business

Administration degree with an emphasis in Finance from Arizona State University. I have

been awarded the professional designation Certified Rate of Return Analyst ("CRRA") by

the Society of Utility and Regulatory Financial Analysts ("SURFA") based upon experience

and the successful completion of a written examination. I have eight years of professional

regulatory work experience as a Public Utilities Analyst, both with RUCO and the Arizona

Corporation Commission ("ACC") Staff, and have testified in numerous rate proceedings

as a cost of capital witness before this Commission. Additionally, I have attended utility

related seminars sponsored by both SURFA and the National Association of Regulatory

Utility Commissioners (NARUC). Attachments contains a summary of my prior regulatory

work experience.

20

Please state the purpose of your testimony.21 Q.

22 A.

23

24

The purpose of my testimony is to present RUCO's recommendations for the

establishment of a fair value rate of return. For purposes of establishing a fair value rate

of return on its invested capital in this proceeding, the Company has elected to use the

1
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1

2

average of its original cost rate base (OCRB) and its reconstruction cost new depreciation

(RCND) as its fair value rate base (FVRB).
I
i

3

4 Q. Will RUCO provide direct testimony on the rate base, operating income and rate

5 design issues in this proceeding?

6 A.l
!
i
ii 7

8

9

i

I

Yes. RUCO witnesses, Mr. Frank W. Radigan and Mr. Lon Huber, will also file direct

testimony in this proceeding. Mr. Radigan's testimony will address the rate base and

operating income issues associated with the case, and both Mr. Radigan and Mr. Huber

will provide testimony on RUCO's proposed rate design.

10

11 ll. SUMMARY OF TESTIMONY AND RECOMMENDATIONS

12 Q. Briefly summarize how your cost of capital testimony is organized.

13 A.

14 I

15

16 ").

17

18

My cost of capital testimony is organized into twelve (12) different sections as identified

in my "Table of Contents." In summary, have derived cost of equity estimates obtained

from both the Discounted Cash Flow ("DCF") model and the Capital Asset Pricing Model

("CAPM The DCF and CAPM are market-based cost of equity estimation models, and

both have consistently been employed by RUCO and ACC Staff in prior rate proceedings.

Additionally, the DCF and CAPM are methodologies which the ACC has traditionally given

19

20

21

the most weight when establishing authorized rates of return for utilities operating within

its Arizona jurisdiction. In addition to the DCF and CAPM models, I have also prepared a

Comparable Farnings ("CE") analysis. For purposes of RUCO's recommended cost of

22 equity in this proceeding, I have assigned a 40 percent weight to the cost of equity results

23

24

obtained from the DCF and CF models, and a 20 percent weight to the cost of equity

results obtained from the CAPM. The Company's witness, Dr. Bente Villadsen, obtains

2
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l
l1

2

3

l

l

4

5

6

7

cost of equity estimates from (i) two versions of the CAPM (i.e., the traditional CAPM and

the empirical CAPM), (ii) two versions of the DCF model (i.e., the constant growth DCF

model and the multi-stage DCF model), and (iii) one version of the Risk Premium model.

From each of these models, Dr. Villadsen obtains cost of equity estimates for both a 28-

company electric sample and 10-company nuclear subsample proxy group. My testimony

will conclude with a discussion of Dr. Villadsen's cost of equity estimation methodology,

and I will demonstrate that her analyses significantly over-states the Company's actual

8 cost of equity.

g

10 Q.

11

12

Please explain the rationale for RUCO assigning a weighting of 40 percent to the

cost of equity estimation results obtained from both its constant growth DCF and

CE models and a 20 percent weighting to the cost of equity estimates obtained from

the CAPM.13

14 A.

15

As noted in testimony filed by Staff cost of capital witness, Mr. David Parcell, in the recent

Arizona Water Company ("AWC") rate docket,' cost of equity estimates derived from the

16 CAPM are lower than estimates obtained from the DCF and CE models for two reasons:

17

18

19

20

(i) risk premiums are currently lower than they have been over the past several years, and

(ii) yields on U.S. Treasury bonds (i.e., the risk-free rate) have also been lower in recent

years. Although Mr. Parcell elected not to incorporate estimates derived from the CAPM

into his analysis for purposes of his recommended cost of equity, he nevertheless

maintains that results obtained from the CAPM should be considered as a factor in21

22 determining the cost of equity. RUCO agrees with this assessment. Therefore, rather

23

24
1 See Docket No. W-01445A-15-0277 Direct Testimony of David C. Parcell, dated March 11, 2016, pp. 30-31 .

3
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1

2

3

4

than relying upon the arithmetic mean cost of equity estimate derived from its DCF, CE

and CAPM models as it has traditionally done, RUCO has elected to assign a 40 percent

weight to the results obtained from both its DCF and CE models, and a 20 percent weight

to the cost of equity results from the CAPM. RUCO believes this modification to its cost

of equity methodology to be both reasonable and equitable, as it gives recognition to cost

of equity estimates derived from the CAPM while providing for an incremental increase to

RUCO's overall recommended cost of equity estimate.

Q. Please summarize the cost of capital recommendations to be addressed in your

testimony.

Cost

Based upon the results of my analysis, I make the following recommendations:

I recommend that the Commission adopt a 7.53 percent overall rate of return for the

Company, based upon (i) a capital structure consisting of 44.20 percent long-term debt,

and common equity of 55.80 percent, (ii) an embedded 5.13 percent cost of long-term

debt, and (iii) a cost of common equity of 9.42 percent. The components included in my

cost of capital calculation are as folIows:2

M.v§lQI2l Weiqhted Cost

5.13 %
9.42 %

44.20 %
55.80 %

2.27 %
5.26 °/o

Long-Term Debt
Common Equity

Overall Rate of Return °

The cost of equity estimates included in my calculations are derived from the following

three cost of equity models, with the results obtained from the DCF and CE models

5

6

7

8

9

10

11 A.

12

13

14

15

16

17

18

19

20

21

22

23

2 4
2 See JAC Schedule 1.

4

I
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1
1

2

assigned a weight of 40 percent, and the results obtained from the CAPM assigned a

weight of 20 percent:3

3
l

l
Weighted Average

Cost Estimate
Weight
FactorCost Estimate

4 3.54 %
1.46 °/0
4.42 °/o

40 %
20 %
40 %

8.85 %
7.28 %

11.06 °/05

Discounted Cash Flow
Capital Asset Pricing Model
Comparable Earnings

9.95246
o

Average Cost of Equity

Weighted Average Cost of Equity
7

8

ill ECONOMIC PRINCIPLES APPLICABLE TO ARIZONA9

10 Q.

11

What are the basic economic principles which apply in the determination of a fair

rate of return for regulated public utilities in Arizona?

12 A.

13

For regulated public utilities in Arizona, rates are established in a manner designed to

allow for recovery of the utility's costs, including capital costs. This is traditionally referred

rate of14 to as "cost of service" ratemaking. Rates are established using the "rate base

15

16

17

18

19

20

21

return" concept, wherein utilities are allowed to recover specific operating expenses, taxes

and depreciation, and granted an opportunity to earn a fair value rate of return on the

assets utilized (i.e., fair value rate base) in providing service to ratepayers. Rate base is

derived from the asset side of the utility's balance sheet, while rate of return is developed

from the liability/stockholders' equity side of the balance sheet. The revenue impact of

the cost of capital in rates is determined by multiplying rate base by rate of return. In the

instant docket, RUCO is recommending an overall rate of return for APS of 7.53 percent.

22

23

2 4
3 See JAC Schedule 2.
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1 Q. Is APS proposing that its original cost rate base also be used as its fair value rate

base?2

3 A.

4

No. The Company proposes that the average of its OCRB and RCND rate bases be used

as its fair value rate base (FVRB).

5

6 Q. What is the meaning of a "fair rate of return" when analyzing a rate case

7 application?

8 A. From an economic standpoint, a "fair rate of return" is one which allows an efficient and

9

10

11

12

13

economically well managed utility the ability to maintain its financial integrity, attract

capital, and establish comparable returns for similar risk investments. These concepts

are derived from economic and financial theory and are generally implemented using

financial models and economic concepts. From a technical perspective, a "fair rate of

return" is an ex post (i.e., after the fact) earned return on an asset base. Conversely, the

14 cost of capital is anex ante (i.e., before the fact) expected, or required, return on a capital

15 base. In regulatory proceedings, the two terms are often used interchangeably.

16

17 Q.

18

As regulated entities granted natural monopoly status, are public utilities

guaranteed to earn their authorized rate of return?

19 A.

20

No. Public utilities are afforded an opportunity to earn their authorized rate of return, there

is no guarantee that they will actually earn the rate of return authorized in a rate case.

21 Many factors are involved in determining a rate of return. However, investments in new

22

23

24

plant assets made subsequent to a rate case and/or increases to operating expenses

between rate cases can have a negative impact on a utility's realized rate of return.

Conversely, an increase in revenues and/or a decrease in operating expenses can have

6
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1

2

3

4

a positive impact on the earned rate of return. In the former scenario, a public utility will

generally file for a rate increase. In the latter scenario, should a public utility earn a rate

of return in excess of that approved by a utility commission, then the commission may

instruct the utility to file a rate application in order that new rates be established to provide

5 rate relief to ratepayers.

6

7 GENERAL ECONOMIC CONDITIONSIV.

8 Q.

9

Why are economic and financial conditions important in the determination of the

cost of capital for a regulated public utility such as APS?

10 A.

11

12

I

i
l

1 3 l
i

14 1
l

l15

16

Economic and financial conditions are important because the cost of capital, both fixed-

cost debt as well as common equity, is largely determined by current and future economic

and financial conditions. At any given time, the cost of capital is influenced by each of the

following: (i) the level of economic activity (i.e., economic growth), (ii) the stage of the

business cycle, (iii) the rate of inflation, and (iv) expectations of future economic

conditions. That current and future economic and financial conditions largely determine

the cost of equity, consistent with the Court's ruling in the Bluefield decision, which held

that17

18

19

"[a] rate of return may be reasonable at one time, and become too high
or too low by changes affecting opportunities for investment, the money
market, and business conditions generally." Bluefield, 262 U.S. at 679.4

20

21

Measures of general economic indicators influencing the cost of capital are presented in

Schedule JAC-6 (Pages 1-7).

22

23

24
4 BiueHeld Water Works and Improvement Company v. Public Service Commission of the State of West Virginia
(262 U.S. 679), as cited in Parcell, David C., The Cost of Capital: A Practitioner's Guide, prepared for the
Society of Utility and Regulatory Financial Analysts (SURFA): 2010 Edition (p.26).

7
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I
I

1 Q.

2

Briefly describe the recent trends in economic conditions and their impact on

capital costs over the past thirty years?

3 A.

4

5

6

From the early 1980's through the end of 2007, the United States economy experienced

an extended period of relative stability, one characterized by longer economic expansions,

periodic short contractions, low and declining inflation, and declining interest rates and

other capital costs. In 2008 and 2009, however, the economy experienced a significant

7

8

g

10

decline as a result of the sub-prime mortgage lending crisis, with the negative impact

affecting financial and capital markets both in the U.S. and internationally. This economic

decline has been described as the worst financial crisis since the Great Depression, and

is often referred to as, the "Great Recession." As a consequence, central banks in the

t i U.S. (i.e., Federal Reserve Bank, or "Fed") and other foreign countries initiated

12

13

accommodative monetary policies designed to stimulate economic growth and reduce

unemployment in an effort to recover from this worldwide recession.

14

Please describe how the economic and financial indicators were examined and how15 Q.

16 they relate generally to the cost of capital.

17 A.

18 Growth, Industrial Production Growth, Unemployment,

19

Schedule JAC-6 (Pages 1 and 2) identifies relevant economic data such as Real Gross

Domestic Product ("GDP")

Consumer Price Index ("CPl"), and Producer Price Index. As can be seen, 2007 marked

20

21

22

23

the sixth year of economic expansion, but beginning in 2008 the economy entered into a

significant decline, as indicated by negative real GDP and industrial production growth as

well as an increase in the unemployment rate. The recession bottomed out in June 2009,

and while the economy has expanded since that time it has done so at the slowest pace

24

8
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i

1

2

of any recovery since World War 11.5 Fortunately, the national unemployment rate has

been cut in half from a high of 10.0 percent in the fourth quarter of 2009 to 4.9 percent in

3 the third quarter of 2016. However, the Producer Price Index has remained negative in i

4 each of the last two years, while in 2015 industrial production growth fell to its lowest level

5 since 2003, and has remained negative through the first three quarters of 2016. It should

i
6 5.9 percent in the third

7

be noted that at the State level, Arizona's unemployment rate

quarter of 2016 -- continues to lag that of the nation.6

8 l

g Since 2008, inflation as measured by the CPI has been 3.0 percent or lower, and in each
l

10

11

of the last two years has remained below 1.0 percent, the annual inflation rate being 0.8

percent in 2014 and 0.7 percent in 2015. The annual rate of inflation has generally been

12 declining over the past several business cycles and continues to do so as evidenced by

13 lthe low annual inflation rates of the last four years, 2012-2015. Through the first three

14 quarters of 2016, inflation continues to be low with the average rate being 1.1 percent.

15

16 Q. Is inflation expected to remain at relatively low levels over the next decade?

l17 A. Yes. As shown in Exhibit JAC-A, the Federal Reserve Bank of Cleveland estimates
l
l318 expected inflation to average 1.93 percent over the next 10-years,7 a figure below that of

l19 lthe Fed's 2.0 percent targeted rate of inflation.

20 W
i

21
s Long,

22

Heather, and Luhby, Tami, "Yes, This is the Slowest U.S. Recovery since WWII" CNNMoney.com
(October 5, 2016). http://money.cnn.com/2016/10/05/news/economy/us-recovery-slowest-
since-wwii/

24

23 6 United States Department of Labor, Bureau of Labor Statistics, Arizona Unemployment Rate
http://wvvw.bls.qov/eaq/eaq.az.htm
7 Federal Reserve Board of Cleveland, "Inflation Expectations" (News Release dated November 17, 2016).
https:l/www.clevelandfed.orq/our-research/indicators-and-data/inflation-expectations.aspx

9
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1 Q.

2

3

How does this 10-year (i.e., 2016-2025) projected 1.75 percent annual rate of

inflation compare to 10-year historical average annual rates of inflation over the

last 40-year period (i.e., 1976-2015)?

4 A.

5

6

Based on the annual rates of inflation as presented in Schedule JAC-6 (Page 1), the

average 10-year inflation rate,** measured over four different 10-year periods going back

to 1976, are as follows:

7

8

7.05 %
3.45 %
2.53 %
1.86 %

Historical CPI inflation (1976-1985)
Historical CPI inflation (1986-1995)
Historical CPI inflation (1996-2005)
Historical CPI inflation (2006-2015)

l

l

l

W

l9
1.75 %Projected CPI inflation (2016-2025)

10
As can be seen, historical average annual inflation has fallen in each of the last four

i
11

decades, and this trend is expected to continue as evidenced by projected average annual
12

inflation during the 10-year period, 2016-2025, being 11 basis points lower than that of
13

the prior 10-year period, 2006-2015 (1 .86% - 1.75% = 0.11%).
14

15
Q.

16

17

Holding all other factors constant, is a projected average annual inflation rate of

1.75 percent over the next 10-year period suggestive that the current low interest

rate environment will continue into the future?

Yes, it is.
18

A.
19

20

21

22

23

24

The inflation expectations model employed by the Cleveland Fed uses Treasury yields, inflation data, inflation
swaps, and survey-based measures of inflation expectations to calculate the expected inflation rate (CPI) over the
next 30 years. The Cleveland Fed updates its 10-year expected inflation estimate on a monthly basis.
a The historical annual inflation rates presented are computed as an arithmetic mean (i.e., simple average) over
each 10-year period.

10
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1 Q.

2

3

4

5

6

Since the election of Donald Trump as President, the bond market has experienced

a sharp sell-off, with the yield on the benchmark 10-year Treasury Note rising by 51

basis points (from 1.83 percent to 2.34 percent), while the yield on the 30-year

Treasury Bond has risen by 41 basis points (from 2.60 percent to 3.01 percent) over

the 8-day trading period, November 7-18, 2016. What caused this sharp rise in yield,

and is it an indication that inflation expectations have changed?

7 A.

8

9

10

11

12

The sell-off in the bond markets is attributable to the pledge made by President-elect

Trump to initiate a fiscal stimulus plan to rebuild the nation's infrastructure,9 and yes, it is

suggestive that inflation expectations have changed, as bond investors are concerned

that such infrastructure spending "will fuel growth and spur inflation."'° It should be noted ,

however, that President-elect Trump won't take office until January 2017, and the details

of his administration's fiscal stimulus spending programs have yet to be worked out.

13

14 Q. Are the Trump adm inis trat ion's  planned infrastructure spending programs

15 expected to increase growth within the U.S. economy?

16 A.

17

18

19

20

According to Mr. James Bullard, president of the Federal Reserve Bank of st. Louis,

"there's a chance the U.S. economy could get a medium-term boost" from President-elect

Trump's planned infrastructure spending and tax reforms. However, Mr. Bullard believes

that it is "still too soon to say how the economy may be affected by the election and he

hasn't changed his near-term outlook for growth or monetary policy." Bullard anticipates

21

22

23

24

9 Wallace, Karen, "How Trump has Changed Inflation Expectations," Morningstar.com (November 16, 2016).
http:/Inews.morninqstar.com/articlenet/article.aspx?id=780914
10 Van der Walt, Eddie, "Sell-off in Bonds, Emerging-Market Assets Deepen as Dollar Gains," Bloomberg.com
(November 13, 2016). http:// bloomberq.com/news/articles/2016-11-13/asian-futures-outside-iapan-tip-stock-
losses-as-quake-hits-kiwi

11
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1

2

3

4

that a "single policy-rate increase" (i.e., a % percent hike in the Fed funds rate) in

December 2016 will be sufficient "to move monetary policy to a neutral setting," and is on

record as advocating that the Fed then "keep them on hold for an extended period of

time."'*

5

6 Q.

7

8

Given the above noted rise in yield on the 10-year Treasury Note, as of the close of

market trading on Friday, December 16, 2016, is there any way of knowing what

investors currently expect average inflation to be over the next 10-years?

9 A. Yes. The 10-year breakeven inflation rate represents a current measure of what investors

10

11

12

13

14

expect average inflation to be over the next 10-year period, and is calculated as the

difference between the current nominal yield on the 10-year Treasury Note (2.60 percent)

and the current rate on the 10-Year Treasury Inflation Protected Security, or TIPS, (0.74

percent). Thus, as of the close of market trading on December 16, 2016, the current 10-

year breakeven inflation rate is 1.86 percent(2.60% - 0.74% = 1.86%).12

15

16 Q. What has been the trend in interest rates over the forty-year period, 1975-2015?

17 A.

18

19

20

As shown in Schedule JAC-6 (Pages 3 - 4), interest rates rose sharply to record levels

during the period, 1975-1981, when inflation was high and generally rising. Interest rates

declined substantially, as did inflation, during the remainder of the 1980s and throughout

the 1990s. Interest rates declined even further during the period, 2000-2005, and after

21

22

23

24

11 Ward, Jim and Meakin, Lucy, "Fed's Bullard Sees Medium-Term Boost from Trump Spending," B/oomberg.com
(November 16, 2016). https:l/www.bloomberq.com/news/articles/2016-11-16/fed-s~bullard-sees-medium-term-
boost-from-trumpeconomic-policy
12 The 10-year nominal rate and the 10-year TIPS rate are available from the U.S. Department of the Treasury.
https://www.treasury.qov/resource-center/data-chart-center/interest-rates/Paqes/default.aspx

12
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1

2

3

4

5

6

7

8

9

10

trending slightly upward in years 2006-2008, have since continued on a downward path

reaching levels in years 2009-2016 not previously seen since the early 1960s. In 2008,

the Federal Reserve (the "Fed") initiated an accommodative monetary policy by lowering

the federal funds ("Fed Funds") rate (the rate the Fed charges banks for overnight

transfers of funds), and in an effort to promote increased lending and liquidity, eventually

initiated a policy of quantitative easing, an unconventional monetary policy used when

short-term interest rates are at or approaching zero. As a consequence, in years 2012-

2016, both U.S. and corporate bond yields declined to their lowest levels in more than 40

years, with the yield on the benchmark 10-year Treasury Note falling to an all-time low

earlier this year.'3

11

12 Q.

13

14

Is the decline in long-term interest rates which has taken place since the mid-1980s

something which the financial markets and professional forecasters saw coming

and accurately predicted?

A.15

16

17

18

19

20

No, it is not. As reported in a recent study prepared by the Council of Economic

Advisors,'4 "forecasters largely missed the secular decline of the last three decades"

because "past forecasts of long-term nominal interest rates have tended to err on the side

of mean reversion."'5 (emphasis added) As evidence, the authors of the study prepared

a graphic presentation (10-Year Treasury Rates and Historical Economist Forecasts)

showing that forecasts made by a group of more than 50 private-sector economists of the

21

22

23

24

13 On July 8, 2016, the 10-year Treasury Note traded at an all-time low of 1.361 percent.
hnp:// wsi.com/articles/qovernment-bond-yields-in-u-s-europe-hit-historic-lows-1467731411
14 Executive Office of the President, Council of Economic Advisors, "Long~Term Interest Rates: A Survey," (July
2015). https://www.whitehouse.qov/sites/default/files/docs/interest rate report final.pdf
15 P 12.

13
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1 benchmark 10-year Treasury rate, as reported by Blue Chip Economic Indicators ("Blue

2 Chip"), had systematically been overstated. This graphic presentation is provided as

3 RUCO Exhibit JAC-B. As shown, Blue Chip forecasts have consistently exceeded the

4 actual path (shown in blue) of nominal 10-year Treasury rates since 1995, and supports

5 a conclusion that forecasters mistakenly believed the yield on the 10-year Treasury Note

6 would-during the period(s) under study-revert back to a perceived historical mean. In

7 the study, the authors further note the following:

8

9

10

"Although economists' forecasts steadily declined after 1995, their pace
of decline has lagged well behind the realized drop-off in interest rates.
Indeed, since 1996, long-range private sector forecasts have exhibited
a root mean square error of 2.7 percentage points relative to the
nominal Treasury rate realized 10 years later."16

11

12 Q. What conclusions do the authors of the study to which you cite above draw

13 regarding the decline in long-term interest rates?

14 A. As noted in the Executive Summary of the report, the authors state the following:

15 This report surveys the recent thinking on the many drivers of long-term interest
rates in recent decades and going forward. It concludes:

16
•

17

18

19

20

The decline in long-term interest rates over the past thirty years was real,
global, and unexpected. While lower inflation explains some of the decline in
nominal interest rates, the downtrend is evident even when adjusting nominal
interest rates for the rate of inflation. The decline has also been evident across a
wide range of countries, reflecting the increasing integration of the global
economy. Financial markets and professional forecasters alike consistently failed
to predict the secular shift, focusing too much on cyclical factors and missing the
long-term trend.

21 The decline is consistent with several theoretical frameworks economists
have used to analyze interest rates. The interest rate settles at the level that

22

23
l

24

i

16 p. 10. In a footnote the authors describe the "root mean square error" as follows: "The root mean square
error is a commonly used measure of the deviation between predicted and actual values. The difference between
the two values is squared and then summed over time. The square root of that number is typically reported as a
summary statistic, with large values indicating large prediction errors."

14
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1

2

3

equates the supply of saving with the demand for investment, and innumerable
factors affect both sides of the equation. Many frameworks suggest that Ions-term
interest rates are closely related to productivity growth. Other factors such as the
rate of population growth and technological advance, as well as aggregate
demand and the stance of fiscal and monetary policy, also play a role.

•4

5

6

A number of factors, both transitory and longer-lived, have contributed to
the decline-with many of these factors suggesting that Ions-run
equilibrium interest rates have fallen. Transitory factors include global fiscal
and monetary policies, shifts in the term premium and inflation risk, and post-crisis
private-sector deleveraging. More persistent factors include lower potential output
and productivity growth, shifting demographics, and the global "saving glut."

7

8
Ultimately, interest rates reflect underlying macroeconomic conditions, there is no
"optimal" long-term rate of interest. Rather, policy should support long-run growth,
maintain price stability, and support a stable financial system." (emphasis added)

g

10 Q.

11

Has the secular decline in long-term interest rates which has taken place over the

last 30 years proven beneficial to equity investors in the United States?

12 A.

13

Yes, it has. In a recent report published by McKinsey & Company,'8 the 30-year period,

1985-2014, was characterized as the "holden era for investment returns," as real (i.e.,

14 inflation adjusted) total returns on equities averaged 7.9 percent in the United States over

15 this period, a figure 140 basis points higher than the 6.5 percent 100 year average, and

16 220 basis points higher than the 5.7 percent 50 year average (emphasis added).'9 As

17 noted in the report, the underpinnings of these above average equity returns were made

18 possible by the confluence of the following four exceptional factors:

19 (i)

20 (ii)
(iii)

21

A sharp decline in inflation from the unusually high levels of the late
1970s and early 1980s,
The resultant decline in nominal long-term interest rates,
Strong global GDP growth, lifted by positive demographics, productivity
gains, and rapid growth in China, and

22

23

24

17 Executive Summary, p 4.
18 McKinsey Global institute, "Diminishing Returns: Why Investors May Need to Lower their Expectations," May
2016. _ wvvw.mckinsey.com/industries/.../why-investors-may-need-to-lower-their-siqhts
19 p 2. As noted in the report, over this same 30-year period Western European investors also achieved real
total returns on equity of 7.9 percent, a figure 300 basis points higher than the 4.9 percent 100 year average.

15
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ll
li

1 (iV)

2

Even stronger corporate profit growth, reflecting revenue growth from
new markets, declining corporate taxes, and advances in automation
and global supply chains that contained costs."

3

4 Q. Over this same 1985-2014 time period, did bond investors also achieve higher real

returns on fixed-income investments?5

6 A. Yes. As measured by returns on 10-year U.S. Treasury Bonds, fixed income investors

7 achieved total real returns of 5.0 percent over the 30-year period, 1985-2014, a figure 330

8 basis points higher than the 1.7 percent 100 year average, and 250 basis points higher

9 than the 2.5 percent 50 year average.2'

10

11 Q. Going forward, does the McKinsey report anticipate this 'golden era' for investment

returns to continue?12

13 A. No, it does not. In fact, the purpose of the report is to place investors on notice that on a

14 going-forward basis they should begin to lower their expectations regarding investment

15 returns on both equity and debt securities, as "[t]his era is coming to an end."22 Based

16 upon its analysis, the McKinsey report lays out two scenarios as to what investors might

17 expect over the 20-year period, 2016-2035, Scenario 1 being a slow growth scenario, and

18 Scenario 2 being a growth recovery scenario. In the report, McKinsey points out that in

19 both its slow growth and growth recovery scenarios, "U.S. and Western European equity

20 and bond returns fail to match those of the past 30 years and could be lower than the 50-

21

22

23

24

20 pp 10-16.
21 pp. 2-3. As further noted in the report (p 11), of this 5.0 percent real total return for U.S. bond investors
capital gains accounted for fully 1.9 percent (190 basis points) due to nominal interest rates falling from 9 percent
to 2 percent.
22 p. 3.
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1

2

3

4

5

6

7

8

9
il

1 0

and 100-year averages."23 Furthermore, under Scenario 1 "slow growth could reduce

total u.s. equity returns by more than 250 basis points and bond returns24 by 400 basis

points or more below the 1985-2014 period (emphasis added),"25 under Scenario 2, "in a

growth-recovery scenario, U.S. equity and bond returns would be 140-240 and 300-400

basis points, respectively, below the average of the 1985-2014 period."26 As presented

in the McKinsey report, the following is a summary of both historical real total investment

returns on equities and 10-year U.S. Treasury Bonds over the 100-year period, 1915-

2014, the 50-year period, 1965-2014, and the 30-year period, 1985-2014, as contrasted

with the expected investment returns over the 20-year period, 2016-2035, under each of

the above noted scenarios:27

11

12

13
Investment

Historical and Protected Investment Returns on U.S. Equities and 10-Year Treasury Bonds

Historical Returns Prospective Returns (2016-2035)

1915-2014 19652014 1985-2014 Slow Growth Growth Recovery

14

15
4.05.0%

01 .0%

5.56.5%

1.0-2.0%

7.9%

5.0%

5.1%

2.5%

U.S. Equities

10-year Treasuries

6.5%

1.7%

16

17

18

19

20

21

22

23

24

23 /bid., P 21 .
24 For purposes of its analysis, investment returns on bonds are measured by the return on 10-year U.S. Treasury
Bonds.
25 ibid.
be ibid., p. 22.
27 /bid., p. 2, Exhibit 1.
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1 Q.

2

Briefly discuss the reasons cited in the McKinsey report for the expected decline

in investment returns on equity and debt securities over the 20-year period, 2016-

2035.3

4 A.

5

As noted earlier, the McKinsey report attributed the on-set of the so-called 'golden era' of

investment returns to the confluence of four exceptional factors. The authors state that

6 the fundamental economic and business conditions which contributed to above-average

i

7 returns over the past 30 years "have run out of steam, and in some cases are in the

8 process of reversing."2** Specifically, the report cites to the following three contributing

9 factors as reasons for the expected decline in investment returns going forward:

10

11
•

12

the steep decline in interest rates over the past 30 years is unlikely to be repeated
expected slower GDP growth, due to (i) an aging population and (ii) declining
productivity growth, and
lower profit margins for businesses facing greater competition from (i) emerging
markets, (ii) technology and tech-enabled firms, and (iii) small and medium-sized
enterprises.29

13

14 Q.

15

16

For purposes of its analysis of the U.S. equity market, the findings of the McKinsey

report are based on aggregate returns of non-financial companies included in the

Standard 8» Poor's 500 ("S&P 500").30 Are regulated public utilities included in the

17 S&P 500?

18 A. Yes. Among the 500 companies currently included in the S8<P 500, 28 are regulated

19 Included among this number are Pinnacle West Capital Corporation

20

public utilities.

("Pinnacle West"), the parent company of APS, as well as 16 other electric service

21

22

23

24
2a p. 17.
29 pp. 17-19.
WMI D 5 .
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1 Dr. Bente Villadsen, has includedproviders which the Company's cost of capital witness,

31in2 of companies.her proxy group

3

4 Q.

5

6

In light of the above, is it reasonable to assume that on a going-forward basis equity

investment returns for regulated public utilities might also be expected to decline

over the 20-year period, 2016-2035?

7 A. Furthermore, this would be trueYes, I believe that is a reasonable assumption.

8

9

10

11

irrespective of whether regulated public utilities were included in the S84P 500, as a broad

based decline in investment returns over the next 20-year period would bring about a

reduction in the opportunity cost of capital, or the expected return on alternative

investment opportunities.

12

13 Q.

14

15

On December 16, 2015, the Fed raised the federal funds rate ("fed funds rate") from

a level of 0 to 'A percent to 'A - 1/2 percent. In doing so, did the action taken by the

Fed signal a change in monetary policy by the U.S. central bank?

16 A. No. while the increase to the fed funds rate marked the first time the Fed had increased

17

18

the rate it charged banks for overnight transfers of funds since mid-200692 in a press

release issued on December 16, 2015, the Fed made the following statement: "The stance

19

20

21

22

23

24

31 These 16 other regulated electric service providers include: Alliant Energy Corporation Ameren
Corporation, American Electric Power, CenterPoint Energy, CMS Energy, Consolidated Edison, Dominion
Resources, DTE Energy Company, Edison International, Energy Corporation, NextEra Energy, PG&E
Corporation, Public Service Enterprise Inc., SCANA Corporation, Sempra Energy, and Xcel Energy Inc.
https 1//en.wikipedia.orq/wiki/List of S%26P 500 companies
32 The Fed last raised the fed funds rate on June 29, 2006.
http2//www.federalreserve.qovlmonetarypolicy/openmarket.htm
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1

2

of monetary policy remains accommodative after this increase, thereby supporting further

improvement in labor market conditions and a return to 2 percent inflation."33

3

4 Q.

5

After raising the fed funds rate in December 2015, was the Fed expected to continue

to take steps to raise the fed funds rate in 2016?

6 A.

7

1

3

9

1

1
l

i

8

Yes. In keeping with its plan to "normalize" interest rates, it was generally believed that

the Fed would raise the fed funds rate four more times by % percent (25 basis points) in

2016, an annual increase of 1.0 percent (100 basis points).34
l

9

l
10 Q.

l

i
l11

12

While the Fed just did raise the fed funds rate by an additional 'A percent on

Wednesday, December 14, 2016, do we know the reason(s) why the Fed held off

from following through on the planned rate increases referenced above?

13 A.

14

15

16

17

18

19

20

I believe the reasons can be found in statements made by the Chairwoman of the Federal

Reserve, Ms. Janet Yellen. When testifying before the Joint Congressional Economic

Committee ("Committee") in early December 2015 (i.e., prior to the hike in the fed funds

rate), Ms. Yellen downplayed the possibility of a recession in the U.S. economy but

specifically acknowledged the risk of a global economic recession, stating that a hike in

the fed funds rate would give the Fed "the flexibility to lower it if those risks cause the

economy to falter in the future."35 However, when testifying before the Committee on

February 11, 2016, Ms. Yellen "conceded that there's a 'chance' of a downturn ahead,"

21

22

23

24

ea Federal Reserve Board, Federal Open Market Committee, Press Release (December 16, 2015).
http://www.federalreserve.oov/newsevents/press/monetary/20151216a.htm
34 Blue Chip Financial Forecasts (December 1, 2015), p.1 .
as Puzzanghera Jim, "Downplaying Risk of Recession, Yellen Indicates an Interest Rate Hike is Coming this Month,"
Los Angeles Times (December 3, 2015). http://www.latimes.com/business/la-fi-vellen-congress-20151203-
storv.htm|
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1

"as2

3

4

5

6

and even indicated that the Fed was "studying whether negative interest rates would help

should conditions worsen. In further testimony before the Committee, Ms. Yellen

acknowledged that Fed officials had been "caught off guard" by (i) the degree to which

"[m]arkets have been tumbling as oil prices plunge, with traders now pricing in the chance

that the Fed's next move could be a rate cut rather than hike," and (ii) the persistent

is "not something we anticipated."37

7

strength of the greenback, as the dollar movement

(emphasis added)

8

9 Q. Since testifying before Congress in February 2016, has Fed Chair Yellen made

10 additional public comments relating to the outlook for the U.S. economy and

11 monetary policy?

12 A. Yes. In a speech delivered to the Economic Club of New York," Ms. Yellen laid out the
l

13 view that the Federal Open Market Committee ("FOMC") continues to expect

14 1)
2)

i

l

15

Moderate economic growth over the medium term, and
Further labor market improvement and a return of inflation to the
Fed's 2.0 percent objective over the next h/vo or three years.

i

i

16

17

18

since 2014."19

20

However, Ms. Yellen frequently qualified her remarks by acknowledging that "global

developments pose onqoinq risks," pointing out that "manufacturing and net exports

continue to be hard hit by slow global growth and the significant appreciation of the dollar

Furthermore, while it is her judgment that "inflation expectations are well

anchored," Chairperson Yellen acknowledged that "the decline in some indicators has

21

22

23

24

as Cox, Jeff, "Yellen on Negative Rates: 'We Wouldn't Take those off the Table," (February 11 2016).
http:// cnbccom/2016/02/11/fed-chair-vellen-theres-always-some-chance-of-recession.html
37 ibid.
38 Yeller Janet, "The Outlook Uncertainty and Monetary Policy," a speech delivered to the Economic Club of New
York, March 29, 2016. https:/lwww.federalreserve.qov/newsevents/speech/yellen20160329a.htm
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1

2

3

4

5

heightened the risk that this iudqment could be wrong," and if so, a return to the Fed's

desired 2 percent rate of inflation could take longer than expected and "require a more

accommodative stance of monetary policy." As a consequence, Ms. Yellen stated that

only "gradual increases in the federal funds rate are likely to be warranted in coming

years." (emphasis added)

6

7 Q.

8

From a monetary policy perspective, please explain why strength in the U.S. dollar

is a concern to the Fed.

9 A.

10

11

12

13

14

15

A strong dollar vis-a-vis other currencies places U.S. exports at a competitive

disadvantage in foreign markets as they become more expensive. For U.S. exporters,

this has the effect of reducing revenues and lowering profits. However, from a monetary

policy perspective "increases in the federal funds rate also result in a strenqtheninq of the

U.S. dollar."39 (emphasis added) Consequently, should the Fed hike short-term interest

rates at a time when the dollar is already strong it places U.S. exporters at a further

competitive disadvantage and increases the prospect that the U.S. economy might slip

16 into recession.

17

18

19

20

21

22

23

24 39 Tarver Evan, "How the Fed Fund Rate Hikes Affect the U.S. Dollar," Investopedia.com (October 12, 2015).
http:l/www.investopedia.com/articles/investinq/101215/how-fed~fund-rate-hikes-affect-us-dollar.asp
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1 Q. Relative to other currencies, is the strength of the U.S. dollar currently high by

2 historical standards?

3 A. Yes, it is. The ICE U.S. Dollar lndex4° measures the strength of the U.S. Dollar relative

4 to a basket of six other foreign currencies," and in market trading on Friday, November

5 18, 2016, the index "reached its highest level in more than 13 years."42

l

6

7 Q.

8

Was the strength of the U.S. dollar seen as a concern prior to the time the Fed first

raised the fed funds rate in mid-December 2015?

9 A. Yes. As noted by Blue Chip, "the Fed will begin normalizing rates at a time when most

10

11

other central banks remain extremely accommodative, thus risking further increases in

the foreign exchange value of an already strong U.S. dollar."43 (emphasis added)

12

13 Q. As noted earlier, the report issued by the Council of Economic Advisors found that

14 What is

15

long-term interest rates are closely related to productivity growth.

productivity growth, and why is it important?

16 A Productivity growth

17

more output for the same volume of inputs - is economic growth

which cannot be explained by changes in the other key factor inputs, capital and labor.

18 Rising output per hour is seen as the most common definition of improving productivity,

19 and a benchmark for how efficiently the economy is performing. Gains in productivity

20

21

22

23

24

40 The ICE U.S. Dollar Index (USDX) futures contract is a leading benchmark for the international value of the
US dollar and the world's most widely-recognized traded currency index. ICE is short for Intercontinental
Exchange. https://www.theice.com/products/194/US-Dollar-Index-Futures
41 The six foreign currencies are: the Euro, Japanese yen, British pound, Canadian dollar Swedish kroner and
Swiss franc.
42 Dulaney, Chelsey and Eisen, Ben, "Dollar's Rapid Gain Triggers Angst in Emerging Markets," WSJ.com,
November 18, 2016. http://www.wsi.com/articles/stronq-dollar-could-be-rallys-weak-link-1479474002
43 Blue Chip Financial Forecasts (December 1, 2015), p.1 .
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1 typically stem from innovation, new ideas and technological progress.44 As to its

2 importance, Warren Buffet has described productivity growth as, "the 'secret sauce' of

3 America's remarkable gains in living standards since the nation's founding in 1776," and

4 the link to our nation's "prosperity,"45 while economist Paul Krug ran is noted for having

5 observed that, "productivity isn't everything, but in the long run it is almost everything."46

6

7 Q. As a measure of overall economic health, is productivity growth in the U.S. rising,

8 or falling?

g A. Productivity is a key ingredient in determining future growth in wages, prices and overall

10 economic output, and at present the U.S. economy is experiencing the "Ionqest slide in

11 worker productivity since the late 1970s," and Fed Chair Yellen recently characterized

12 "the outlook for productivity growth as a 'key uncertainty for the U.S. economy.'"47

13 (emphasis added) Over time, it is believed that "persistently weak productivity would

14 weigh on American living standards," and be "a force that could prompt Federal Reserve

15 officials to keep interest rates low for years to come."'*8

16

17

18

19

20

21

44 Lambert, John, "Prodictivity is Everything," GAM.com https://www.qam.com/en/insiqhts-
content/2016/macroeconomics/productivity-iseverythinq/
45 Buffet, Warren, "Letter to the Shareholders of Berkshire Hathaway, Inc.," Berkshire Hathaway 2015 Annual
Report p 21. http://wvvw.berkshirehathaway.com/letters/2015ltr.pdf

22

23

24

is Krug man, Paul, The Age of Diminishing Expectations, 1994, as quoted in Lambert, John, "Prodictivity is
Everything," GAM.com https:// gam.com/en/insiqhts-content/2016/macroeconomics/productivity-is-
everythinq/
47 Leubsdorf, Ben, "Productivity Slump Threatens Economy's Long-Term Growth," WSJ.com, August 9, 2016.
http:// wsi.com/articles/u-s-productivity-dropped-at-0-5-pace-in-the-second~quarter-1470746092
48 Mi

24
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1 Q.

2

3

Many have used the expression, "new normal," when describing the current state

of the economy. Given the current downward trend in productivity growth, what is

the estimated 'new normal' for real (i.e., inflation adjusted) GDP growth going

forward?4

5 A. In a newly issued Economic Letter published by the Federal Reserve Bank of San

6 Francisco, the new normal pace of real GDP growth is estimated to fall in the range of

7 1% to 1% percent.49 As noted in the Letter, this estimate is based on "trends in

8 demographics, education, and productivity," and assumes that

9

10

11

(i)

(ii)

(iii)

the aging and retirement of the baby boom generation is expected to hold down
employment growth relative to population growth,
educational attainment has plateaued, reducing the contribution of labor quality to
productivity growth, and
the slower forecast for overall GDP growth reflects the pace of productivity growth
as measured over the period, 1973-2015.

12

13

14

15

16

17

18

As presented in the Economic Letter,5° productivity growth grew at an average rate of

approximately 2.75 percent during the period, 1948-1973, fell to a level of approximately

1.25 percent during the period, 1973-1995, rose to a level of approximately 2.50 percent

during the period, 1995-2004, and has since fallen to an average level of approximately

1.00 percent during the period, 2004-2015. However, over the most recent 5-year period,

2010-2015, average productivity growth has fallen to a level of approximately 0.3 percent.

19

20

21

22

23
49 Fernald, John, "What is the New Normal for U.S. Growth?," Economic Letter 2016-30, Federal Reserve Bank of

San Francisco (October 11, 2016), p.1. http://www.frbsf.orq/economic-research/publications/economic-
letter/2016/october/new~normal-for-qdp-qrowth/

24
50 Figure 2: Variation in productivity growth by trend period (p 2).
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Q. Among the factors taken into consideration by the author when estimating the new

normal for real GDP growth, which factor causes the greatest uncertainty?

A. As noted by the author, the major source of uncertainty about the future is productivity

growth. While the author acknowledges that changes in trend productivity growth have

historically been "unpredictable and large," and that a new wave of "IT revolution from

machine learning and robots" might boost productivity growth, until such a development

occurs "the most likely outcome is a continuation of slow productivity growth."5'

Q. What conclusions does the author draw concerning real GDP growth going

forward?

1

2

3

4

5

6

7

8

9

10

A.11

12

13

14

15

16

17

18

19

The author states that once the U.S. economy fully recovers from the Great Recession,

real GDP growth "is likely to be well below historical norms, plausibly in the range of 1%

to 1% percent per annum." The author further notes that this slower pace of growth will

lead to (i) slower growth in average waves and living standards for workers, (ii) relatively

modest growth in sales for businesses, and from a monetary policy perspective (iii) a

'speed limit' for the economy. Citing to another recent Economic Letter published by the

Federal Reserve Bank of San Francisco,52 the author concludes by saying that this slower

pace of growth also suggests "a lower equilibrium or neutral rate of interest."53 (emphasis

added)

20

21

22

23

24

51 MQ. P 4.
52 Williams, John C., "Monetary Policy in a Low R-star World," Economic Letter 2016-23, Federal Reserve
Bank of San Francisco (August 15, 2016). hNp:// .frbsf.orq/economic-research/publicationsleconomic-
letter/2016/auqust/monetarv-policy-and-low-r-star-natural-rate-of-interest/
SO
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1 Q. As discussed in the Economic Letter cited to above, what is the equilibrium, or

2 neutral rate of interest?

3 A.

4

5

6

In the article, the equilibrium, or neutral rate of interest is referred to as the "natural real

rate of interest," "r*," or "r-star," and defined by the author as the "short-term real (inflation-

adjusted) rate that balances monetary policy so that it is neither accommodative nor

contractionary in terms of growth and infIation."54

7

8 Q. Is the natural real rate of interest (r-star), synonymous with (i.e., same thing as) the

fed funds rate?g

10 A.

11

12

13

14

l

i

l

l

l

15

No, it is not. The fed funds rate is the rate the Fed charges banks for overnight transfers

of funds, while the natural real rate of interest is a conceptual interest rate which cannot

be observed but must instead be estimated. In fact, when making public statements

regarding monetary policy and the fed funds rate, Fed Chairwoman Janet Yellen often

cites to what she refers to as the "neutral rate" (i.e., r-star), contrasting its level to that of

the fed funds rate.55

16

17 Q. Has the natural real rate of interest (r-star), experienced a significant decline over

18 the last 25 years?

A.19

20

21

Yes, as a variety of economic factors have "pushed natural interest rates very |ow."56 As

noted by the author, in 1990 the inflation-adjusted natural rate of interest (r-star) was

estimated to be between 2% to 3% percent in the United States, Canada, the euro area,

22

23

24

54 , pp 12.

ss Coy, Peter, "The Search for the Elusive Natural Interest Rate," Bloomberg.com, (July 22, 2016).
http:// . bloom berq.com/news/articles/2016-07-22/the-search-for-the-elusive-natu rel-interest-rate
"Williams (2016), p. 2.

27



Direct Testimony of John A. Cassidy
Arizona Public Service Company
Docket No. E-01345A-16-0036

1 On the eve of the global financial crisis, by 2007 these rates

2

3

and the United Kingdom.

had declined to between 2 and 2% percent. By 2015, they had declined even further, with

the inflation-adjusted natural rate being "nearly zero for the United States, and below zero

4 for the euro area."57

5

6 Q. What is the key takeaway from the trend in lower global natural real rates of interest

7 (r-star) which has taken place over the past quarter century?

8 A. As noted by the author, the key takeaway from this global trend is that

9

10

11

12

"interest rates are going to stay lower than we've come to expect in the
past. This does not mean they will be zero, but when juxtaposed with
pre-recession normal short-term interest rates of, say, 4 to 4%%, it may
be jarring to see the underlying r-star guiding us towards a new normal
of 3 to 3%%-or even lower. importantly, this future low level of interest
rates is not due to easy monetary policy, instead, it is the rate expected
to prevail when the economy is at full strength and the stance of
monetary policy is neutral."58 (emphasis added)

13

14

15 Q. At present, is it appropriate to think of the u.s. economy as being at, 'full strength?'

16 A.

17

No, it is not. Furthermore, despite the actions taken by the Fed to hike the fed funds rate

by an additional % percent on December 14, 2016, the stance of monetary policy remains

accommodative.5918

19

20

21

22

23

24
so p.2, and as presented in Figure 1: Estimated inmation-adjusted natural rates of interest (p. 2).
58

59https:// tederalresewe.qovlnewsevents/press/monetary/20161214a.htm
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i

1 Q.

2

To your knowledge, is the natural real rate of interest (r-star) for the United States

higher, or lower, than the current fed funds target range of 'A to 'A percent?

3 A.

4

5

6

7

8

9

10

As evidenced by statements made by Fed Chair Janet Yellen when testifying before the

Joint Economic Committee, United States Congress, on November 17, 2016, the natural

real rate of interest (r-star) is currently estimated to be slightly higher than the fed funds

rate. Specifically, Ms. Yellen noted that "[w]ith the federal funds rate currently only

somewhat below estimates of the neutral rate [i.e., r-star], the stance of monetary policy

is likely moderately accommodative, which is appropriate to foster further progress toward

the FOMC's objectives."5° (emphasis added) In this regard, Ms. Yellen indicated that

"[t]he FOMC continues to expect the evolution of the economy will warrant only gradual

increases in the federal funds rate over time to achieve and maintain maximum11

12 employment and price stability.""" (emphasis added)

13

14 Q.

15

When testifying before the Congressional Joint Economic Committee, did Fed

Chair Yellen make additional references to the natural real rate of interest (r-star)?

16 A.

17

18

Yes, she did. Referring to the natural real rate of interest (r-star) as, "the neutral federal

funds rate," Ms. Yellen characterized it as "neither expansionary nor contractionary" and

the rate which "keeps the economy on an even keel."62 (emphasis added)

19

20

21

22

24

so Yellen, Janet L.,"The Economic Outlook," Testimony before the Joint Economic Committee, U.S.
23 Congress, Washington, DC (November 17 2016).

https://wvvw.federalreserve.qov/newsevents/testimony/yellen20161117a.htm
61

62
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Q. The election of Donald Trump as President and the consequent sell-off which took

place in the bond markets due to concerns of higher inflation preceded the

appearance of Fed Chair Yellen before Congress on November 17, 2016. With

regard to the economic outlook, does Ms. Yellen anticipate a sudden rise in

incHon?

1

2

3

4

5

6 A. No, she does not, as evidenced by the following statement: "With regard to the outlook, l

expect economic growth to continue at a moderate pace sufficient to generate some

further strengthening in labor market conditions anda return of inflation to the Committee's

2 percent objective over the next couple of years."°3 (emphasis added)

Q. You point out that Fed Chairwoman Yellen and the FOMC continue to anticipate a

return of inflation to the Fed's 2.0 percent objective over the next Mo to three years.

Prior to the recent sell-off in the bond market, did the market agree with the Fed on

this point?

A. No. As expressed by one market pundit earlier this year,

"[t]he market and the Federal Reserve have very different views on
where inflation will go from here. The Fed sees it moving pretty quickly
from today's lows back to the Fed's two percent target. The market, on
the other hand, doesn't see inflation rising near the Fed's goals anytime
in the next decade."64

Q. What trends do the economic indicators suggest for common share prices?

A. As shown in Schedule JAC-6 (Pages 5 and 6), stock prices were stagnant during the high

inflation/high interest rate environment of the late 1970s and early 1980s. In 1983,

7

8

g

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

es

et Matthews, Chris, "The Market Doesn't Believe Janet Yeller," Fortune, March 30, 2016.
http;//fortune.com/2016/03/30/ianet-yeIIen-fed-interest-rates/
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l

1

2

3

4

5

6

7

8

9

10

however, equity prices began to rise steadily, particularly as measured by the Dow Jones

industrial Average ("DJlA"), before peaking in 2007. With the onset of the Great

Recession in 2008, equity prices declined sharply from their highs of 2007, reaching a low

in the first quarter of 2009. Beginning in the third quarter of 2009, equity prices again

began to rise, eventually recovering the losses sustained as a consequence of the "crash"

in 2008 and, as evidenced by the performance of the DJIA, the S&P 500 Composite Index

("S8tP 500"), and the NASDAQ Composite Index ("NASDAQ"), went on to reach new all-

time highs in the fourth quarter of 2015. Following the action taken by the Fed to raise

the Fed Funds rate in December 2015, the equity markets experienced a sell-off, but all

three major stock indices have since risen to establish new highs in the third quarter of

11 2016. It should be noted that on the night of the election, the Dow Jones futures contracts

12

13

14

15

were down at one point by over 900 points on news that Donald Trump had been elected

President. At the market open the following day, most of those losses had been

recovered, and the equity markets finished higher not only on that day, but have since

continued to rise, with the DJIA breaking through 19,000 for the first time ever.65

16

17 Q.

18

We are now in the seventh year of recovery from the Great Recession. Is the U.S.

economy at significant risk of falling back into recession?
l

l

19 A.

20

l
l
l

i

Yes, there is significant risk that the U.S. economy could fall into recession sometime

within the next four years, as periods of economic expansion have lasted, on average,
l

21 i
1

22
l

W
23

24

1

as Holm, Eric, "Dow Hits 19,000 for First Time," WSJ.com (November 22, 2016).
http://bloqs.wsi.com/moneybeaV2016/11/22/dow-hits-19000-for-first-time/
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1

2

only about five years going back to the end of World War 1L66 Recession is defined as

two consecutive quarters of shrinking economic growth.

3

4 Q. In setting monetary policy, what is the Fed's stated long-term objective?

5 A.

6

7

Consistent with its statutory mandate, when setting monetary policy the long-term

objective of the Fed's Federal Open Market Committee ("FOMC") is two-fold: (i) maximum

employment, and (ii) price stability (i.e., inflation of 2.0 percent).67

8

9 Q.

10

11

In the event the U.S. economy were to slip into recession and the unemployment

rate were to rise, is it possible that the Fed might once again have to take steps to

stimulate economic growth in order to achieve full employment?

12 A.

13

Yes, in keeping with its statutory mandate to achieve full employment, the Fed might well

have to do that.

14

15 Q.

16

If inflation were to remain below two percent for the next decade, would it be

difficult for the Fed to justify raising short-term rates over such an extended period

17 of time?

18 A.

19

20

Yes, because when setting monetary policy the Fed is 'data dependent," and in the event

inflation were to remain below the Fed's 2.0 percent targeted rate, justifying a raise in

short-term interest rates would be made difficuIt.68

21

22

27, 2016).
23

24

es Isidore, Chris, "Will Donald Trump get Hit with a Recession?," CNN Money On-line, November 9 2016.
http://money.cnn.com/2016/11l09lnews/economy/president-elect-donald-trump-recession/
et Federal Reserve Board, Federal Open Market Committee, Press Release (April
http://www.federalreserve.qov/newsevents/press/monetary/20160427a . him
ea Sharf Samantha, "Even the Fed Can't Decide what 'Data Dependent Really Means,"Forbes.com,
February 18, 2015. http:// iorbes.com/sites/samanthasharf/2015/02/18/even-the-fed-doesnt-know-what-
data-dependent-really-means/#1fe98f3deOb9
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1 Q. Are there other reasons to expect that yields on long-term Treasury securities will

lremain low?2

3 A. Yes, there are four reasons which have been identifled.59 First, U.S. Government backed

4 Treasury securities are viewed as "haven assets," and as such analysts expect there to

5 be a continued global f light-to-quality into U.S. Treasuries, particularly the 10-year note.

l
l

1

l

i
l
l

6 Second, following Fed Chairman Yellen's speech to the Economic Club of  New York,
l

7 investors began to view the Fed as being more "dovish," as she stressed the need for a

8 cautious approach to raising short-term interest rates, citing the risks associated from a

g slowdown in global growth. Third, yields on long-term Treasury securities are mostly

10 inf luenced by projections of  growth and inf lation within the U.S. economy, and not by

11 actions taken by the Fed to control the f ront-end of  the yield curve. Lastly, analysts

12 antic ipate that due to the low, and in some cases negative, yields on sovereign debt

13 issued in Europe and Japan, investor demand for u.s. Treasury securities will continue

14 to be strong, further keeping downward pressure on yields.

15

16 Q. What is the current consensus opin ion regarding how many times the Fed is

17 expected to raise short-term interest rates next year?

l

l

18 A. Newly released economic projections indicate that the Fed is projected to increase the l

l
l

1 9 fed funds rate three times in 2017, with each increase expected to be % percent.7° l

l
l

l
l
l20

21

2 2 l

23

69 lsmailidou, Ellie, "Four Reasons Why Treasury Yields are Hurtling Lower," MarketWatch (April 6, 2016).
http://www.marketwatch.com/story/4-reasons-why-treasury-yields-are-hurtling-lower-2016-04-06
70 Tankersley, Jim, "Federal Reserve Raises Interest Rates for Second Time in a Decade," WashingtonPost.com
(December 14, 2016). https 1//www.washinotonpost.com/news/wonk/wp/2016/12/14/federaI-resene-expected-to-
announce-hiqher-interest-rates-today/?utm term=.1 e2dc1 a0110224

l

l

l
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1 Q.

2

Despite having just raised the fed funds rate by an additional 'A percent, what do

Fed officials believe the current rate of inflation to be?

3 A.

4

Fed officials now judge the overall inflation rate to be 1.5 percent, up from 1.3 percent in

September, but still well below its 2.0 percent target. They judge core inflation, which

excludes volatile commodities such as gasoline prices, to be 1.7 percent."5

6

Q.
7

Do Fed officials anticipate a growth boost next year from economic policies to be

implemented by President-elect Donald Trump?
8

A.
g

H

No. In fact, Fed Chair Yellen indicated that she "does not see much need for a large,

deficit-financed boost from federal fiscal policy, either tax cuts or spending increases,
10

and further states that, "at this point fiscal policy is not obviously needed to provide
11

stimulus to help us get back to full-employment."72

12

13 What conclusions can be drawn from the above discussion of economic andQ.

14 financial conditions as they relate to the cost of capital?

15 A.

16

While the Fed has raised the fed funds rate for only the second time in over a decade,

and is projected to do so three additional times in 2017, it remains to be seen if this will

17 actually happen. As discussed previously in my direct testimony, long-term interest rates

have experienced a secular decline over the last 35 years, and inflation has fallen to levels18

19

20

not seen since the early 1960s. Given this back drop, there is ample evidence to suggest

that on a going-forward basis both long-term interest rates and inflation will continue to

remain low. As discussed earlier, investment returns on equities and fixed-income debt
21

securities are expected to decline over the course of the next 20 years, due to lower
22

23

24 71

72
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1

2

3

4

5

6

7

8

g

10

11

12

13

14

i

i1 5

16

17

18

expected GDP growth, an aging population, and declining productivity growth. As

previously discussed, the so-called 'natural real rate of interest' (i.e., r-star) which allows

the economy 'to remain on an even keel' is expected to be lower going forward than it has

been in the past, and this trend is indicative of a decline in the costs of capital - both long-

term debt and equity - relative to levels seen in the past. Although the U.S. economy

continues its slow recovery from the Great Recession, future GDP growth is expected to

decline from levels experienced in the past. While it is true that the economy may

experience higher growth and increased inflation in the near-term as a consequence of

President-elect Trump's planned infrastructure spending, the details of his fiscal stimulus

programs have yet to be worked out, and Fed Chair Yellen has apparently called into

question the need for such a fiscal stimulus boost, as the U.S. economy is presently at,

or near, full-employment. As noted, there is a danger that the U.S. economy could slip

back into recession, and this is particularly true should the value of the U.S. dollar continue

to rise. In the event of recession unemployment would be expected to rise, and in keeping

with its mandate to maintain full employment the Fed would almost certainly be forced to

once again cut short-term interest rates in an effort to stimulate economic growth.

Therefore, based on the above evidence, it is reasonable to conclude that interest rates

and the cost of equity will continue to remain low on a going-forward basis, as real GDP

growth and inflation are expected to remain below 2.0 percent for an extended period of

time.
19

20

21

22

23

24
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CAPITAL STRUCTURE AND COST OF DEBTv.1

What capital structure does APS propose in this proceeding?2 Q.

3 A.

4

5

As noted in the Company's Application (p. 6, lines 11-13), APS proposes a capital

structure consisting of 44.20 percent long-term debt and 55.80 percent common equity,

which is the Company's actual December 31, 2015 end of Test Year capital structure.

6

7 Q. What capital structure does RUCO recommend for APS in this proceeding?

8 A.

9

10

11

As shown in Schedule JAC-1, RUCO adopts the Company's proposed capital structure

consisting of 44.20 percent long-term debt and 55.80 percent common equity. RUCO's

recommended capital structure reflects Aps' adjusted December 31, 2015 test-year end

capital structure as reported in the Company's Schedule D-1 (Page 1 of 1).

12

13 Q. What is the Company's proposed cost of long-term debt in this proceeding?

A.14

15

16

17

As noted in the Company's Application (p. 6, line 13), APS proposes a 5.13 percent

embedded cost of long-term debt. As shown in the Company's Schedule D-1 (Page 1 of

1), this 5.13 percent cost rate reflects the actual cost of Aps' long-term debt as of the

December 31, 2015 test-year end.

18

What is RUCO's recommended cost of long-term debt in this proceeding?19 Q.

20 A. As shown in Schedule JAC-1, RUCO adopts the Company's proposed 5.13 percent cost

21 of long-term debt.

22

23

24
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1 Q. Does Aps' proposed capital structure include either preferred stock or short-term

2 debt?

3 A.

4

No, it does not. As shown in Schedule D-1 (Page 1 of 1) of the Company's filing, APS

proposes a capital structure consisting only long-term debt and common equity.

5

VI.6 SELECTION OF PROXY GROUP

7 Q. Is it possible for RUCO to directly estimate the cost of common equity for APS?

8 A.

9

10

11

No, it is not, because the common stock of APS is not publicly traded. Although the

common stock of APS' parent company, Pinnacle West Capital Corporation ("Pinnacle

West" or "PWCC") is publicly-traded, as a holding company PWCC has interests in other

non-regulated businesses (proportionately small relative to its interest in APS). For this

12 reason, it would be inappropriate to directly estimate Aps' cost of common equity from a

13

14

15

proxy group consisting only of its parent, Pinnacle West. Accordingly, RUCO employs a

proxy group of publicly-traded electric utility companies to indirectly estimate APS' cost of

equity utilizing financial market data available for each sample company.

16

17 Q. What publicly-traded electric utility companies has RUCO selected for inclusion in

18 its proxy group?

19 A.

20

21

22 ALLETE,

23

24

For purposes of its cost of equity analyses, RUCO's proxy group consists of twenty-six

(26) of the twenty-seven (27) publicly-traded electric utilities included in the proxy group

employed by the Company's cost of capital witness, Dr. Bente Villadsen. RUCO's proxy

group includes the following twenty-six publicly-traded electric utility companies:

Inc., Alliant Energy Corporation, American Electric Power, Ameren Corporation, CMS

Energy Corporation, Consolidated Edison, Inc., Dominion Resources, Inc., DTE Energy
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1

2

3

4

5

I

I

I

I
i
i

6

7

8

Company, Edison International, EI Paso Electric Company, Energy Corporation; Great

Plains Energy, Inc., IDACORP, Inc., MGE Energy, Inc., NextEra Energy, Inc., OGE

Energy Corporation, Otter Tail Corporation, PG8¢E Corporation, Pinnacle West Capital

Corporation, Portland Electric General Company; Public Service Enterprise Group, Inc.,

SCANA Corporation, Sempra Energy, Vectren Corporation, Westar Energy, Inc., and Xcel

Energy Inc. These twenty-six electric utility companies are followed by the Standard

Large-Cap edition of The Value Line Investment Survey. Attachment 2 contains the most

recent Value Line quarterly update for each of RUCO's twenty-six proxy companies.

9

10 Q.

11

What publicly-traded electric utility companies has the Company's witness, Dr.

Villadsen, selected for inclusion in her proxy group?

12 A.

13

14

15

As noted, Dr. Villadsen's proxy group consists of 27 companies, among which are the

above referenced twenty-six companies included in RUCO's proxy group of companies,

plus an additional company. The additional company included in Dr. Villadsen's proxy

group is, CenterPoint Energy, Inc.

16

17 Q. Did RUCO give consideration to including CenterPoint Energy, Inc. in its proxy

18 group of companies?

19 A.

20

21

No. A review of the financial performance metrics for CenterPoint Energy as reported by

Value Line clearly indicates that it is not representative of the electric utility industry.

Specifically, over the 10-year period, 2006-2015, CenterPoint Energy achieved a 16.50

22

23

24

percent average annual return on common equity, aided by returns on common equity of

27.8 percent, 22.0 percent and 21 .9 percent, respectfully, in years 2006, 2007 and 2008.

This 16.50 percent 10-year average figure far exceeds the 10.31 percent 10-year
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1

2

3

historical average return on common equity achieved by the 26 other sample companies

in RUCO's proxy group, as shown in RUCO Schedule JAC-5 (Page 1 of 1). Accordingly,

RUCO excludes CenterPoint Energy from its proxy group of companies for this reason.

4

5 Q. For purposes of her analyses, does Dr. Villadsen employ a second proxy group of

6 companies, as well?

7 A.

8

9

10

11

12

13

14

Yes, she does. In addition to her 27-company electric sample proxy group, Dr. Villadsen

also obtains cost of equity estimates from a nuclear subsample of ten (10) electric utility

companies who report nuclear generation capacity of between 17 percent and 37 percent.

APS obtains 27 percent of its generation capacity from its Palo Verde nuclear plant, and

Dr. Villadsen includes in her nuclear subsample only those companies having nuclear

generation capacity within a range of +/- 10 percent of that of Aps. As noted by Dr.

Villadsen, use of the nuclear subsample is intended "to capture any nuclear related

risks."73 Dr. Villadsen's nuclear subsample consists of the following ten companies: Alliant

15 Energy, Ame ref Corp., Dominion Resources, DTE Energy, Energy, NextEra, PG8¢E,

16 As can be seen, the tenPinnacle West, Public Service Enterprise, and SCANA.

17 companies included in Dr. VilIadsen's nuclear subsample are also included in her larger

18 27-company electric sample proxy group.

19

20 Q. Does RUCO also obtain cost of equity estimates using a nuclear subsample?

21 A.

22

Yes, in order to similarly capture any nuclear related risks, RUCO obtains cost of equity

estimates using a nuclear subsample. For purposes of its analyses, RUCO incorporates

23

24
13 See Villadsen Direct, p. 27, line 24.

39



Direct Testimony of John A. Cassidy
Arizona Public Service Company
Docket No. E-01345A-16-0036

1 estimates obtained from the same 10-company nuclear subsample as that employed by

l

l
i

l

2 Dr. Villadsen.

3

VII. DCF ANALYSIS4

5 Q. What is the theory and methodological basis of the DCF model?

6 A.

7

8

g

The DCF model is one of the oldest and most commonly used models for estimating the

COE for public utilities, and the only one which intrinsically takes into consideration the

price investors are willing to pay for a given unit of return. The DCF is based on the

"dividend discount model" of financial theory, which maintains that the value (price) of any

10 security or commodity is the discounted present value of all future cash flows.

11

12

13

14

The most common variant of the DCF model assumes that dividends are expected to

grow at a constant rate and the following formula will generate the cost of capital.

K=D+g
P

15
Where:

16

17

18

K = cost of equity

P = current price

D = current dividend rate

K = discount rate (cost of capital)

g = constant rate of expected growth
19

20

21

22

This formula essentially recognizes that the return expected, or required, by investors is

comprised of two factors: the dividend yield (current income) and expected growth in

dividends (future income).

23

24
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1 Q. Please explain how RUCO employed the DCF model.
\

2 A.

3

4

For purposes of its analysis, RUCO employed the constant growth DCF model. In doing

so, RUCO combined the current dividend yield for each proxy group utility stock with

several indicators of expected dividend growth.

5

6 Q. How did RUCO derive the dividend yield component of the DCF equation?

A.7

8

9

10

11

Several different methods can be used to compute the dividend yield component in the

constant growth DCF model. However, for purposes of its analysis RUCO utilized the

Gordon quarterly compounding method to compute the dividend yield component, as it

gives recognition to the timing of dividend payments and dividend increases. The Gordon

quarterly compounding method is expressed as follows:

12 Yield D0(l +0.5g)

Po13
.
I
!
I.
I

14

15

16

The current (Po) stock price in my yield calculation represents the average closing stock

price for each proxy company for the most recent three month period (September -

November, 2016). The current (Do) dividend is the current annualized dividend rate for
17

each proxy company.
18

How does RUCO estimate the dividend growth (g) component of the DCF equation?
19

Q.
20

A.
21

In estimating the dividend growth rate in its DCF analysis, RUCO gives consideration to

the following five indicators of growth:
22

1.
23

Five-year average (2011-2015) earnings retention (i.e., fundamental)
growth, as reported by Value Line,

24
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2.1

2

Five-year average of historic growth in earnings per share (EPS),
dividends per share (Das), and book value per share (BVPS), as
reported by Value Line,

3.3 Years 2016, 2017 and 2019-2021 projections of earnings retention
growth, as reported by Value Line,

4
4.

5
Years 2013-2015 to 2019-2021 projections of Eds, Das, and BVPS,
as reported by Value Line, and ,

6 5. Five - year projections of EPS growth, as reported by Yahoo Finance.

7

8

g

10

11

RUCO believes this combination of growth indicators to be a representative and

appropriate set with which to estimate investor expectations of dividend growth for its

proxy group of sample companies, as each is a determinant of dividend growth.

Additionally, these growth indicators are reflective of the types of information that

investors normally take into consideration when making an investment decision.
12

13
Please describe RUCO's DCF calculations.Q.

14
A.

15

16

17

18

19

20

RUCO's DCF analysis is presented in Schedule JAC-3, Pages 1 through 4. Page 1

presents RUCO's overall DCF cost of equity estimation results from both its (i) electric

sample companies and (ii) nuclear subsample companies. As can be seen, "raw" DCF

calculations are presented on several bases: mean, median, composite-mean and

composite-median. Page 2 presents the calculation of the dividend yield for each proxy

company prior to adjustment for growth. Pages 3 and 4 present RUCO's historical and

projected growth rate calculations for its proxy group of companies.
21

22

23

24
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1 Q. What does RUCO conclude from its DCF cost of equity estimation analyses?

2 A.

3

4

5

6

7

8

9i
Ii

1 0

11

The DCF cost of equity rates obtained for RUCO's electric sample proxy group fail within

the range of 7.24 percent to 8.45 percent. The DCF cost estimates obtained for RUCC's

nuclear subsample proxy group fall within the range of 7.21 percent to 8.85 percent. The

highest DCF estimate is 8.85 percent, as derived from RUCO's nuclear subsample.

RUCO concludes that 8.85 percent represents the current DCF-derived cost of equity for

the nuclear subsample proxy group. Accordingly, RUCO adopts a DCF-derived cost of

equity of 8.85 percent for the Company, which is based on the high end of the DCF range

within RUCO's nuclear subsample. For purposes of its overall recommended cost of

equity in this proceeding, RUCO assigns a weighting factor of 40 percent to this 8.85

percent DCF cost of equity estimate.

12

13 VIII. CAPM ANALYSIS

14 Q. Please describe the theory and methodological basis of the CAPM.

15 A.

16

17

18

19

20

Developed in the 1960s and 1970s as an extension of modern portfolio theory, the CAPM

describes the relationship between a security's investment risk and its market rate of

return.74 This relationship identifies the rate of return which investors expect a security to

earn so that its market return is comparable with the market returns earned by other

securities that have similar risk. The relationship is specified by the Security Market Line

(SLM) that indicates the relationship between each security or portfolio's "beta" and its

21

22

23

24
74 The CAPM makes the following assumptions: 1) single holding period 2) perfect and competitive
securities market, 3) no transaction costs, 4) no restrictions on short selling or borrowing, 5) the existence of
a risk-free rate, and 6) homogeneous expectations.
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resulting return. Beta is a measure of relative risk (i.e., volatility) between a given equity

security and the market as a whole.

How is the CAPM derived?Q.

The general form of the CAPM is:

K=Rf+ B(Rm-Rf)

Where: K = cost of equity

Rf = risk free rate

Rm = return on market

[3 = beta

Rm - Rf = market risk premium

Q. Can you please identify the strengths of using the CAPM model in your analysis?

The CAPM is cited as having the following strengths (1) it is based on the concept of risk

and return, (2) it is company specific as it relates to the specific beta's within the industry,

(3) it has widespread use as it recognizes that investors can and do diversify, (4) it's highly

structured and easy to apply when using the assumptions of the model, (5) the model is

formulistic and the data used in the computations is readily available, (6) it is a forward

looking concept, and (7) it is a method for converting changes in interest rates to the cost

of equity.

Q. What risk-free (Rf) rate does RUCO use in its CAPM analysis?

A.

1

2

3

4

5 A.

6

7

8

9

10

11

12

13

14 A.

15

16

17

18

19

20

21

22

23

24

For purposes of its CAPM analysis, RUCO uses a risk-free rate of 2.57 percent. RUCO's

risk-free rate represents a 3-month average yield on the 30-year long-term U.S. Treasury
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1

2

3

4 l

5

Bond measured over the period, September- November 2016. RUCO's use of a 3-month

average risk-free rate in its CAPM analysis is consistent with use of a 3-month average

closing stock price to compute the dividend yield component for each sample company in

RUCO's constant growth DCF analysis. The calculation of RUCO's risk-free rate is

presented in Schedule JAC-4, Page 1.

6

7 Q.
l

8

Is it customary to use the yield on U.S. Treasury securities as the risk-free (Rf)

rate in the CAPM?
l

9 A.

10

l

\

l

l

WW

11 W

l
l

12

13
l

1 4

15

Yes, because debt securities issued by the United States Department of the Treasury are

considered to be free of default risk. Two general types of U.S. Treasury securities are

most often used as the risk free (Rf) component, short-term U.S. Treasury bills and long-

term U.S. Treasury bonds. For purposes of its analysis, RUCO employs the yield on 30-

year U.S. Treasury bonds as a proxy for the risk-free rate because yields on long-term

Treasury bonds more closely match the useful life of the plant assets to be funded by the

Company's common equity capital.

16

17 Q.

18

Did RUCO consider use of a forecasted long-term Treasury bond rate as the risk-

free rate to be used in its CAPM analysis?

19 A.

20

21

22

23

No. The appropriate interest rate to be used in the CAPM is the current rate borne by

investors in the market place. Use of a forecasted risk-free rate overstates cost of equity

estimates derived from the CAPM. Use of a current, or recent average, long-term

Treasury rate is reflective of investor's current expectations, and as such is the

appropriate risk-free rate to be used in the CAPM.

24
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1 Q. What beta coefficients does RUCO employ in its CAPM analysis?

2 A. i

l

l

l3

4

5

RUCO employs the most recent Value Line beta reported for each sample company in its

proxy group. Once again, beta75 is a measure of the relative risk, or volatility, of a

particular stock in relation to the market as a whole. The overall market is assumed to

have a beta of 1.0. Stocks having beta coefficients less than 1.0 are considered to be

6

7

8

g

less risky than the market, whereas stocks having betas greater than 1.0 are considered

to be more risky than the market. As regulated entities granted natural monopoly status,

public utilities are considered less risky than the market and typically have betas less than

1.0.

10

Q. How does RUCO estimate the market risk premium (Rm-Rf) component?
11

A. The market risk premium component (Rm-Rf) represents the investor-expected differential
12

return from common stocks above that of the risk-free rate, or government bonds. For
13

14

I
! 15

16

17

18

19

20

21

purposes of its analysis, RUCO estimated the market risk premium by comparing annual

realized returns on equity for the S84P 500 group with annual yields on 20-year long-term

Treasury bonds over the period, 1978-2015. As shown in Schedule JAC-4, Page 2, the

market risk premium component used in RUCO's CAPM represents the average of

differential returns on equity for the S8¢P 500 group and the annual yields on 20-year U.S.

Treasury bonds over this 1978-2015 period of time. RUCO determined the average ROE

on the S&P 500 to be 13.70 percent, and the average 20-year U.S. Treasury bond yield

to be 6.83 percent. Thus, based upon these returns RUCO concluded the market risk

premium (Rm-Rf) component in its CAPM analysis to be 6.87 percent.
22

23

24
15 See Attachment 2 .- Individual proxy companies beta's identified
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1 Q. What did RUCO conclude the overall CAPM cost of equity to be for both its electric

2 sample and nuclear subsample proxy groups?

3 A.

i4
l

l

l

5

6

7

8

As shown in Schedule JAC-4, Page 1, RUCO obtained a CAPM derived cost of equity

estimate for its 26-company electric sample of 7.40 percent, and for its 10-company

nuclear subsample RUCO obtained a CAPM derived cost of equity estimate of

percent. For purposes of its overall recommended cost of equity in this proceeding,

RUCO assigns a weighting factor of 20 percent to both the 7.40 percent CAPM estimate

obtained from its electric sample companies and the 7.28 percent CAPM estimate

g obtained from its nuclear subsample proxy group.

10

CE ANALYSIS11 IX.

Please describe the basis of the Comparable Earnings (CE) methodology.12 Q.

13 A.

14

15
I

1 6

17

The CE method is designed to measure returns expected to be earned on the original

cost book value of similar risk business enterprises, in this case RUCO's 27-company

electric sample and 10-company nuclear subsample proxy groups. Thus, it provides a

direct measure of the fair return, since it translates into practice the competitive principle

upon which regulation rests, and provides additional support that the Company will be

allowed the opportunity to earn a fair rate of return.
18

19

How did RUCO apply the CE methodology?20 Q.

21 A.

22

RUCO applied the CE methodology by examining realized returns on equity for its proxy

group of sample companies over the 10-year period, 2006-2015, as well as projected

returns on equity for 2016 and 2017, and 2019-2021 .
23

24
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1 Q. What cost of equity results were obtained from RUCO's CE analysis?

2 A.

3

4 and projected returns on equity over the 5~year period, 2016-2020.

5

6

7

8

9

10

As shown in Schedule JAC-5, RUCO calculated historical returns on equity for both its

electric sample and nuclear subsample proxy groups over both a 5- and 10-year period,

Based upon its

analysis, RUCO generated mean, median, and average of mean and median CE cost of

equity estimates for its electric sample proxy group ranging from a low of 9.92 percent to

a high of 10.31 percent, CE cost of equity estimates for RUCO's nuclear subsample

companies ranged from a low of 10.13 percent to 11.06 percent. The results of RUCO's

CE cost of equity analysis based on returns on equity for the proxy group can be

summarized as follows:

11 RUCO's Electric Sample

12

13

- 10.10 %
14

Protected ROEs

10.27 %

9.92 %

10.10 %

Historic ROE's

Mean 10.18 % - 10.31 %

Median 9.98 %

Average of Mean and Median 10.14 % - 10.15 %

15

16 RUCO'S Nuclear Subsample

17 Protected ROE's

10.83 %18I

10.17 °/o19

10.50 %

Historic ROE's

10.60 % - 11.06 %

10.13 % - 10.30 %

10.45 °/o - 10.60 %

Mean

Median

Average of Mean and Median
20

21

22

23

For purposes of its analysis, RUCO adopts the 11.06 percent mean 10-year historical

average cost of equity estimate as its CE-derived cost of equity estimate for the Company.

For purposes of its overall recommended cost of equity in this proceeding, RUCO assigns

24
a weighting factor of 40 percent to this 11.06 percent CE estimated cost of equity.

48



Direct Testimony of John A. Cassidy
Arizona Public Service Company
Docket No. E-01345A-160036

RUCO RESPONSE TO COMPANY'S COST OF CAPITAL WITNESS DR. BENTE1 x.

VILLADSEN2

3 Q. Have you reviewed the cost of capital testimony of APS witness, Dr. Bente

Villadsen?4

5 A. Yes, I have.

6

7 Q. Briefly summarize Dr. ViIIadsen's cost of equity estimation methodology and

recommendations.8

9 A.

10

11

12

13

Dr. Villadsen recommends a 10.50 percent cost of equity for APS, based on estimates

derived from two versions of the CAPM (i.e., the traditional CAPM and the empirical

CAPM), two versions of the DCF model (i.e., the constant growth DCF model and the

multi-stage DCF model), and one version of the Risk Premium model for her 28-company

electric sample and 10-company nuclear subsample proxy groups. As a test for

reasonableness to the market-based results obtained from these models, Dr. Villadsen
14

15
performs a summary analysis of allowed ROEs for integrated electric utilities. The

following is a summary of the cost of equity estimates obtained from her analysis:
16

17

Return on Equity
18

Range of Estimates
For Proxy Group

19

20 CApM-based Methods
DCF-based Methods
Risk Premium Method

10.0% - 10.5°/o
9.9% - 10.8%

10.3%
21

22

23

24
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1

2

For purposes of her recommended cost of equity, Dr. Villadsen concludes that APS should

be in the upper half of the range to give recognition to its signif icant portfolio of nuclear l

W

3 generation.

4

5 Q. l

6

7

In direct testimony (p. 23), Dr. Villadsen states that in implementing the CAPM and

risk premium models, she gives consideration to "the downward biased risk-free

rate as well as the elevated MRP." As evidence that the risk-free rate is 'downward

8

g

10

biased,' Dr. Villadsen includes in her direct testimony (pp. 11-16) a discussion of

how the yield spread between 20-year utility bonds and 20-year government bond

yields has widened. Please summarize Dr. ViIIadsen's yield spread analysis.

11 A.

12

13

14

15

16

17

18

19

20

21

22

23

24
I
!

Dr. ViIIadsen's yield spread analysis is presented in Figure 3 and Figure 4 (pp. 12-13) of

her direct testimony, and in Attachment BV-3DR (Page 1 of  1) . As shown, Figure 3

presents the yield spread between 20-year BBB-rated utili ty bonds and the 20-year

Treasury bond, with the spread being 193 basis points as of October 31, 2011 and 259

basis points as of February 29, 2016. Figure 4 presents the comparable yield spread

between 20-year A-rated utility bonds and the 20-year Treasury bond, with the spread

being 147 basis points as of October 31, 2011 and 183 basis points as of February 29,

2016. Dr. Villadsen presents this information in order to show that the yield spread has

increased since the Company's last rate filing. As noted in Dr. Villadsen's direct testimony

(p 13), the information presented in Attachment BV-3DR (Page 1 of  1) is intended to

demonstrate that the yie ld curve has increased relative to i ts  pre-cr is is  levels , as

evidenced by an average 0.93 yield spread for A-rated 20-year utility bonds and an

average 1.23 yield spread for BBB-rated 20-year utility bonds over the period, April 1991

2007. Dr. Villadsen concludes (p 13) with the following observation: "At the end of
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i

i

1

2

3

February, 2016 the BBB spread stood at 2.56%, which is approximately 136 basis points

higher than prior to the 2008-09 financial crisis. At the same time the A rated utility bond

yield was 1.83% for an increase of about 90 basis points over the pre-crisis level."

4

5 Q.

6

7

8

9

As noted earlier, Dr. Villadsen's direct testimony was filed on June 1, 2016, yet as

indicated above she selects "the end of February, 2016" (i.e., February 29, 2016) as

the point in time to make her yield spread comparison. Did the financial markets

experience any unusual trading in the month of February, 2016, and if so would this

account for an increase in the yield spread at that time.

10 A.

11

12

13

14

15

16

17

Yes, the equity markets experienced a sharp sell-off in the month of February as investors

opted instead to purchase so-called "haven assets," such as gold and U.S. Treasury debt

securities, and yes, this did serve to widen the yield cure between utility bonds and

government bonds at that time. Market trading was particularly heavy on February 11,

2016, with the Dow Jones Industrial Average ("DJlA") closing at a 2-year low, the Standard

& Poor's 500 ("S&P 500") tumbling to its lowest close in nearly two years, the price of gold

rising almost $60 per ounce, while the yield on the 10-year Treasury Note closed at its

lowest level in almost three years.75 The prices of bonds rise as debt yields fall.

18

19

20

21

22

23

24
is Ismailidou, Ellie and Sjolin, Sara "Dow Closes at 2-Year Low, Dogged by Global Market Turmoil,"
MarketWatch.com (February 11, 2016) http://www.marketwatch.com/story/dow-futures-sink-more-than-200
pointsasglobaI-routgains-pace-2016-02-11

51



Direct Testimony of John A. Cassidy
Arizona Public Service Company
Docket No. E-01345A-16-0036

1 Q.

2

Would you describe the market activity of February 2016 as being an "outlier" when

compared to normal, or ordinary, market activity?

3 A. Yes, I would. The market volatility of February 2016, generally, and that of February 11,

4 2016, in particular, is certainly not representative of typical market trading activity, and as

5 such I would consider it to be, an "outlier."

6

7 Q. How does use of this "outlier" affect Dr. Villadsen's analysis?

8 A.

g

10

11

12

13

It allows Dr. Villadsen to obtain a wider measure of the current yield spread, as she

selected February 29, 2016 as the date to measure the spread between yields on 20-year

utility bonds and 20-year government bonds in her analysis. As will be discussed, having

obtained a wide measure of the yield spread between utility bonds and government

bonds, Dr. Villadsen then uses it as a predicate for making upward "normalization"

adjustments in both her CAPM, risk premium, and DCF models.

14

15 Q. Has the yield spread between utility bonds and government bonds since narrowed?

16 A.

17

18

19

20

21I
I

22

Yes, it has. Although I was unable to obtain yield spread data on 20-year maturity A- and

BBB-rated utility bonds, as shown in Exhibit JAC-C (Page 1 of 3), I present current

measures of the yield spread between both (i) 10-year A- and BBB-rated utility bonds and

the10-year Treasury Note, and (ii)30-year A- and BBB-rated utility bonds and the 30-year

Treasury Bond. For purposes of comparison, the average yield spreads for 20-year

maturity A- and BBB-rated utility bonds from Dr. Villadsen's Attachment BV-3DR are

presented for the periods, April 1991 - 2007, and August 2008 - February 2016.I

23

24
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1

2

3 12, 2016 had narrowed to approximately 92 basis points.

4

5

6

7i

8

9

10

11

12

13

14

15

As shown, as of November 7, 2016 the yield spread between 10-year A-rated utility bonds

and the 10-year Treasury Note was approximately 100 basis points, and as of December

Conversely, the yield spread

between 10-year BBB-rated utility bonds and the 10-year Treasury Note as of November

7, 2016 was approximately 118 basis points, and narrowed to approximately 114 basis

points as of December 12, 2016. As for differences in 30-year maturity debt, as of

November 7, 2016 the yield spread between 30-year A-rated utility bonds and the 30-year

Treasury Bond was approximately 133 basis points, and narrowed to approximately 126

basis points as of December 12, 2016. Conversely, the yield spread between 30-year

BBB-rated utility bonds and the 30-year Treasury Bond was approximately 144 basis

points as of November 7, 2016, and narrowed to approximately 135 basis points as of

December 12, 2016. Detail for the above 10- and 30-year yield spreads for A- and BBB-

rated utility bonds was obtained from the investment firm of Raymond James, and is

presented as Exhibits JAC-C, Pages 2 and 3. As shown, the yield spreads noted above

are presented as bar graphs, hence, the term "approximately" to describe them.

16

17 Q.

18

19

As presented in Exhibit JAC-C (Page 1 of 3), do the recent 10- and 30-year yield

spreads for A- and BBB-rated utility bonds serve to refute Dr. ViIIadsen's assertion

that today's yield spreads are elevated relative to pre-crisis levels?

20 A.

21

22

Yes, for when taking into consideration differences in maturities, the current yield spreads

for A- and BBB-rated 10- and 30-year utility bonds appear to be right in line with the

average yield spreads for A- and BBB-rated 20-year utility bonds as presented in Dr.

23 Villadsen's direct testimony for the pre-crisis period, April 1991 2007. In part, this is

24 attributable to yields on U.S. Treasury debt having risen since the election of Donald
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1

2

Trump as President, and in part due to yields on A- and BBB-rated utility bond debt having

fallen from their pre-crisis levels, something which Dr. Villadsen makes no mention of in

3 her direct testimony.

4

5 Q.

6

7

8

9

In direct testimony, Dr. Villadsen asserts that a widening yield spread between

utility bonds and government bonds is evidence that the MRP has increased."

Given that RUCO's analysis clearly demonstrates that the yield spread between

utility bonds and government bonds is currently at pre-crisis (i.e., April 1991 - 2007)

levels, is there legitimacy to Dr. ViIIadsen's claim in this regard?

10 A. No, there is not.

11

l
12 Q.

13

14

15

In direct testimony (p. 14), Dr. Villadsen cites to interest rate forecasts made by the

Congressional Budget Office ("CBO") stating that the CBO predicts an increase in

the yield on the 10-year Treasury Note of "approximately 200 basis points over the

coming years." Would you care to respond to this statement?

16 A.

17

18

19

20

Yes, but only to point out that the CBO predictions cited to by Dr. Villadsen are from CBO's

annual Budget and Economic Outlook: 2015-2025, published in January 2015. As noted,

Dr. Villadsen's direct testimony was docketed on June 1, 2016, and at that time CBO's

annual Budget and Economic Outlook: 2016-2026, published in January 2016, was

available to her. Had Dr. Villadsen elected to cite to forecasts from this newly issued CBO

21

22

23

2 4
77 See Villadsen Direct, p.15, lines 1-5, p 22, lines 5-6, and p.33, lines 11-12.
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1

2

publication, she would have reported a lower forecasted yield on the 10-year Treasury

N0te78

3

4 Q.

5

To your knowledge, has there been a subsequent update by CBO to its budget and

economic outlook covering the period, 2016-2026?

6 A.

7

8

Yes, there has. The CBO published an update to its 2016-2026 budget and economic

outlook in August 2016, and in doing so further lowered its forecast for the yield on the

10-year Treasury Note.79

g

10 Q.

11

12

13

14

15

In direct testimony (p. 14), Dr. Villadsen states that higher forecasted yields on the

10-year Treasury Note by CBO and the other sources to which she cites is

"consistent with the current downward pressure on Government bond yields,

which has largely been caused by the Federal Reserve's quantitative easing

program and general stimuli of the U.S. economy." Would you care to respond to

this statement?

16 A. Yes, l would. First, interest rates have been in secular decline since the early to mid-

17 1980s, long before the Fed was forced to take action to avoid financial collapse of the

18 U.S. economy in 2008, and Dr. ViIladsen's comments demonstrate an unwillingness to

19

20

acknowledge this fact. Second, inflation also has experienced a significant decline over

the last 30-plus years. With low inflation comes lower interest rates and lower capital

21

22

23

24

pa Congressional Budget Office, "The Budget and Economic Outlook: 2016-2026," January 2016, p 57.
https:// cbo.qov/sites/default/files/114th-conqress-2015-2016/reports/51129-20160utlook.pdf
19 Congressional Budget Office, "An Update to the Budget and Economic Outlook: 2016-2026," August 2016,
p. 74.
https1//www.cbo.qov/sites/default/files/114th-conqress-2015-2016lreports/51908-2016outlookupdate-2.pdf
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1

2

costs, including the market cost of equity. Rather than acknowledge this fact, however,

Dr. Villadsen chooses instead to attribute the Fed's accommodative monetary policies for

3

4

5

6

7

8

9

10

11

12

the "current downward pressure on Government bond yields." Third, as previously

discussed in my testimony, due to lower expected GDP growth and continued low

inflation, interest rates and other capital costs are expected to remain low going forward.

That this is the case is not due to actions taken by the Fed, as Dr. Villadsen would have

us believe, but rather as a consequence of declining productivity growth and changing

demographics within the work force. The findings of the McKinsey report support a

conclusion that investment returns are expected to decline over the next 20-year period,

and public statements made by Fed officials and the publications issued by the Fed to

which I cite in my direct testimony clearly suggest an extended future period of lower GDP

growth, continued low inflation and continued low interest rates.

13

14 Q.

15

Does Dr. ViIIadsen's cost of capital testimony address the issue of inflation and the

underlying implications it has regarding interest rates and the cost of capital?

16 A.

17

18

No. A word search of Dr. ViIladsen's direct testimony reveals that the word, "inflation,"

appears only four times,8° and without exception on each occasion the word is used within

the context of a discussion of the fair value rate of return to be authorized for APS in this

19 proceeding, nothing more.

20

21

22

23

24
80 On pages: 3 (line 12), 57 (line 14), and 59 (line 6, and in footnote 60).
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1 Q.

2

Does Dr. ViIIadsen's cost of capital testimony address the issue of GDP growth and

the underlying implications it has regarding interest rates and the cost of capital?

3 A. No. A word search of Dr. Villadsen's direct testimony reveals that the term, "GDP,

4

5

6

appears only twice.81 On one occasion, the term appears in a discussion relating to the

fair value rate of return to be authorized Aps, on the other, it appears within the context

of a discussion of the DCF model, and Dr. ViIladsen's stated belief that a model which

7 incorporates "current GDP growth forecasts" would "yield unreasonable results."82

8

9 Q.

10

11

12

In keeping with her belief that the government bond rate is "downward biased" and

"driven by monetary policy rather than market factors," Dr. Villadsen states that it

is "necessary to normalize" the government bond rate used as the risk-free rate in

a CAPM analysis." Would you care to respond to this statement?

13 A.

14

15

16

Yes, I would. First, as noted earlier in my direct testimony, and contrary to Dr. Villadsen's

assertion otherwise, yields on long-term Treasury securities are largely determined by

investors in the market place-based upon their perception of growth opportunities and

inflation expectations--and not by actions taken by the Fed to control the front-end of the

17

18

yield curve. Second, as previously discussed in my direct testimony, the appropriate

interest rate to be used as the risk-free rate in the CAPM is the rate actually borne by

19

20

21

investors in the market place. For purposes of her CAPM analyses, Dr. Villadsen employs

the 20-year government bond rate as the risk-free rate, thus, the appropriate risk-free rate

in her CAPM analyses is either the current spot yield on the 20-year Treasury Bond, or a

22

23

24
81 On pages: 41 (line 18), and 59 (in footnote 60).
e2 See Villadsen Direct p. 41, Iines18-19.
ea See Villadsen Direct, p 14, lines 2023.
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1

l

i

l

2

3

l

i
ii
l\

4

5

6

7

recent average yield. Third, Dr. ViIladsen's use of a forecasted risk-free rate in her CAPM

analyses overstates the cost of equity estimates obtained from the CAPM. Fourth, the

manner in which Dr. Villadsen "normalizes" the risk-free rate in her CAPM analyses is

suggestive of an expectation of mean reversion (i.e., that interest rates, in particular, and

the costs of capital, generally, are soon to return to their pre-crisis levels), as she

incorporates not only a forecasted 3.93 percent risk-free rate into her analyses, but a 4.73

percent risk-free rate, as well.

8

9 Please describe the manner in which Dr. Villadsen "normalizes" the risk-free rateQ.

10 in her CAPM analyses.

A.11

12

13

14

15

16

17

18

As discussed in her direct testimony (pp 30-31), Dr. Villadsen uses the yield on the 20-

year Treasury Bond as the risk-free rate, and "normalizes" that rate based on Blue Chip's

forecasted 3.4 percent yield on the 10-year Treasury Note as of Q4, 2017. To this 3.4

percent forecasted rate she then makes a 53 basis point upward adjustment, obtaining

what she refers to as "a lower bound on the risk-free rate" of 3.93 percent (3.40% + 0.53%

= 3.93%). As justification for employing a 4.73 percent risk-free rate in her analyses, Dr.

Villadsen states that she "adds a portion of the increase in yield spread to the risk-free

rate to take the downward pressure on the government bond yield into account."

19 (emphasis added)

20

21

22

23

24
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1 Q.

2

3

Having previously demonstrated that the current yield spread between 10- and 30-

year A- and BBB-rated utility bonds and government bonds are in line with the

average yield spreads for A- and BBB-rated 20-year utility bonds and government

4 2007, is Dr. Villadsen justified in

5

6

bonds for the pre-crisis period, April 1991

incorporating a 4.73 percent risk-free rate into her CAPM and risk premium

analyses?
1
i7 A.

1
8

No, because the premise upon which she justifies inclusion of a 4.53 percent risk-free rate

into her analysis has been shown to be baseless.

9

10 Q.

11 MRP"rate,"

12

13

You mentioned earlier that in addition to the so-called "downward biased risk-free

Dr. Villadsen also gives consideration to "the elevated when

implementing her CAPM and risk premium models. What evidence does Dr.

Villadsen provide to support her claim that the MRP is "elevated?"

A.14

15

16

17

18

19

20

21

22

As discussed in her direct testimony (pp 17-22), Dr. Villadsen indicates that there is a

positive relationship between the expected MRP and volatility, stating that "the MRP tends

to increase when market volatility is high." As evidence that the current level of market

volatility is elevated, she cites to the VIX index, which measures the 30-day implied

volatility on the s8.p 500 index. Dr. Villadsen states that while "the long-term average for

the VIX is about 20, the current level is elevated and was above 28 on February 11, 2016."

She goes on to say that "[d]uring the more recent period, the VIX spiked in August at

about 40." Based on these statements, she concludes that "market volatility has been

higher in the early part of 2016 than it has been in recent periods."84 (emphasis added)

23

24
84 See Villadsen Direct, p. 17, lines 13-21 )
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l
i

1 Q. Does the August date to which Dr. Villadsen makes reference regarding the VIX

2 index having spiked relate to calendar year 2016?

3 A.

4

No, it does not. The August date to which Dr. Villadsen alludes took place in calendar

year 2015, and thus is not representative of market volatility "in the early part of 2016."

5

6 Q. Did RUCO conduct an analysis of VIX index data to determine the level of market

7

8

volatility over a recent 12-month period, and if so, what do you conclude regarding

the level of market volatility in 2016?

g A.

10

11
n
i

12

13

14

15

16

17

18

Yes, RUCO conducted an analysis of market volatility based on VlX index data for the 12-

month period, December 2105 - November 2016. As shown in RUCO Exhibit JAC-D, the

monthly high, low, and average close on the VIX index is shown for each month, as well

as the number of trading days in each month, and the number of days in which the VIX

index traded above a level of 20.0. In addition, average high, average low, and average

close data is presented on a quarterly basis for (i) the 12-month period, Dec 2015 - Nov

2016, (ii) the 9-month period, Mar - Nov 2016, (iii) the 6-month period, June - Nov 2016,

and (iv) the 3-month period, Sept - Nov 2016. Finally, the number of trading days, the

days traded above 20.0 and the percent of days traded above 20.0 is provided on a

quarterly basis.

19

20

21

22

23

24

As can be seen, market volatility was highest in the first quarter, with the average close

on the VIX index in both January and February, 2016 exceeding 20.0, and the VIX index

trading above 20.0 on each trading day in each of those months. However, beginning in

the month of March 2016, the level of market volatility as measured by the VIX index

declined significantly. The key takeaways from the data presented are as follows:
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•1
l
l

i

2 •

3

•

4
•

5

the average close on the VIX index was well below 20.0 over a 3-, 6-,
9-, and 12-month period,
over a 12-month period, the VIX index traded above 20.0 on 61 of the
257 trading days, and of these 61 days,46 came within the first 3-month
period, December 2015 - February 2016,
in 5 of 11 months in 2016 (i.e., April, May, July, August, and October),
the VIX index did not trade above 20.0, and
in 2 of 11 months in 2016 (i.e., March and September) the VIX index
traded above 20.0 on only 1 day

6

7

8

g

10

11

12

13

Based upon the above evidence, RUCO concludes that the level of market volatility as

measured by the VIX index in the most recent 12-month period, December 2015-

November 2016, to be V, and as such, does not warrant a finding that the MRP is

increased. It should further be noted that the equity markets have since recovered from

the sell-off which took place in January and February of 2016, as the DJIA recently broke

through 19,000 for the first time, and is currently approaching 20,000. That this could

happen in the absence of significant market volatility, as measured by the VIX index,

serves to further underscore the legitimacy of such a conclusion.
14

15
Q.

16

17

In direct testimony (p. 19), Dr. Villadsen asserts that the MRP has increased since

the 2008-09 financial crisis, and as support cites to a study done by Duarte and

Rosa." Mr. Cassidy, have you had an opportunity to review this study?

Yes, I have.
18

A.
19

20

21

22

23

24 as Duarte, Fernando and Rosa, Carlo "The Equity Risk Premium: A Review of Models," Federal Reserve
Bank of New York, Economic Policy Review (December 2015) pp 39-57.
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1 Q.

2

Having reviewed the study, did you find inconsistencies in statements made by Dr.

Villadsen in direct testimony to those made by the authors of the study?

3 A.

4

5

6

7

8

Yes, I did. In direct testimony Dr. Villadsen states that "the market equity risk premium is

a forward-Iookinq concept."86 (emphasis added) As noted earlier, Dr. Villadsen employs

two values for the market equity risk premium, one of which is a 7.0 percent average

historical ERP covering the period, 1926-2014, computed as the differential return on

equities over the return on risk-free government bonds. When discussing the ERP results

obtained as a historical mean of realized returns, however, the authors of the study

9 described the draw backs of the methodology as follows:

10

11

12

"The main drawbacks are that it is purely backward-lookinq and that it
assumes the future will behave like the past-in other words, that the
mean of excess returns is either constant or very slow-movinq over
time. qivinq very little time-variation in the ERP. The main choice is how
far back into the past we should go when computing the historical
mean."**7 (emphasis added)

13
In the interest of fair disclosure, RUCO obtained the 6.87 percent risk premium utilized in

14
its CAPM analysis from historical data, as well, however, the 1978-2015 time period

15
utilized to measure the ERP was considerably shorter than that used by Dr Villadsen.

16

17
Q.

18
Mr. Cassidy, do you know what risk-free rate the authors used when conducting

their study of the ERP?
19

A.
20

21

In reading the study, I found no mention of the Treasury debt instrument used by the

authors as the risk-free rate. However, in her direct testimony (p 33, lines 5-7), Dr.

Villadsen indicates that the 30-dav T-Bill rate was used as a proxy for the risk-free rate by
22

23

24 as See Villadsen Direct, p 31, lines 17-18.
87 Duarte & Rosa (2015), p.42.
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the authors in obtaining "the average estimated MRP" as presented in Chart 3 of the

Duarte 8¢ Rosa (2015) study, and re-produced in Figure 6, on page 20, of her direct

testimony.

Q. What is the current yield on the 30-day T-Bill?

As of November 30, 2016, the 3-month average yield on the 30-day T-Bill was 0.24

percent.

Q. Among the various Treasury debt securities available for purchase by investors,

does the 30-day T-Bill have the shortest maturity?

Yes, it does, and as a consequence it also has the lowest yield.

Q. For purposes of the ERP study conducted by Duarte and Rosa, over what period of

time do the authors obtain estimates for the ERP from the 20 models used in the

study?

In the study, the authors obtain estimates for the ERP over the period, January 1960 -

June 2013.

I
I
; Q.I

I

I
|
I

Would it be safe to say that yields on the 30-day T-Bill were significantly higher over

most of the above referenced 50+ year period covered by the Duarte and Rosa

study than they are today?

Yes.

1

2

3

4

5

6 A.

7

8

9

10

11 A.

12

13

14

15

16 A.

17

18

19

20

21

22 A.

23

24
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1 Q. Given this fact, does use of today's significantly lower 30-day T-Bill rates as the

2 risk-free rate in the computation of the ERP result in a higher ERP estimate?

3 A. Yes, it does, which is why Duarte and Rosa arrived at the following conclusion:

4

5

6

"In addition to estimating the level of the ERP, we investigate the
reasons behind its recent behavior. Because the ERP is the difference
between expected stock returns and the risk-free rate, a high estimate
can be the result of expected stock returns being high or risk-free rates
being low. We conclude that the ERP is high because Treasury yields
are unusually low."88 (emphasis added)

7

8 Q.

9

In view of the above discussion, is there reason to call into question Dr. Villadsen's

assertion that the market equity risk premium is currently elevated?

10 A. Yes.

11

12 Q.

13

14

This being the case, in your judgment does Dr. VilIadsen's use of an 8.0 percent

forecasted MRP obtained from Bloomberg in her CAPM and Risk Premium analyses

serve to further overstate her recommended cost of equity for APS in this

15 proceeding?

16 A. Yes, it does.

17

18 Q.

19

Please explain why cost of equity estimates obtained from the ECAPM should not

be relied upon.i

20 A.l

l

21

22

First, the ECAPM modification to the traditional CAPM is predicated on the notion that

cost of equity estimates derived from the CAPM are biased downward for companies

having a beta coefficient less than 1.0, and biased upward for companies having a beta

23

24
88 Duarte 8t Rosa (2015), p.40.
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.0.1

2

3

4

coefficient greater than 1 As previously discussed in my direct testimony, regulated

utilities typically have betas less than 1.0 because investors consider them to be less risky

than the market. As such, the upward adjustment to beta effectuated by use of the

ECAPM is unwarranted as it illogically assumes that beta coefficients for regulated public

utilities will approach 1.0 over time. Second, for purposes of her CAPM analyses Dr.

Villadsen relies upon beta values provided by Value Line for each of her sample

companies. However, beta values reported by Value Line are, themselves, "adjusted

betas," and serve to increase the beta coefficient for companies having a beta less than

1.0, and decrease the beta coefficient for companies having a beta greater than 1.0.

Thus, the additional upward adjustment to beta in the ECAPM is an unnecessary

redundancy, and only serves to overstate the estimated cost of equity. As evidence of

such overstatement, Figure 12, on page 39, of Dr. Villadsen's direct testimony presents

the results of her CAPM and ECAPM analyses for both her electric sample and nuclear

subsample proxy groups, as measured over several bases and under two different

scenarios. As shown, without exception cost of equity estimates obtained from the

ECAPM exceed those obtained from the CAPM by roughly 30-40 basis points.

I

5

6

7

8

g

10

11

12

13

14

15

16

17

Q.
I:

As a measure of relative risk, is the beta coefficient an indicator of market, or

systematic, risk?I
I
I

Yes, it is.

18

19

20 A.

21

22

23

24
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1 Q.

2

3

4

In direct testimony (p 53, lines 21-23), when discussing decoupling Dr. Villadsen

states that "finance theory holds that only systematic (or non-diversifiable) risk

affects the cost of equity." In your judgment, does the upward adjustment to beta

in the ECAPM artificially inflate systematic risk for each of Dr. VilIadsen's sample

5 companies?

6 A.

7

8

9

Yes, it does. In accordance with financial theory, investors need to be compensated for

exposure to systematic risk, as measured by beta, but because the ECAPM artificially

inflates the beta coefficient, utility rates established based upon cost of equity estimates

derived from the ECAPM serve to overcompensate investors for systematic risk exposure.

10

11 Q.

12

For the reasons discussed earlier, it is RUCO's position that the CAPM cost of

equity estimates presented in Figure 12 (p. 39) of Dr. ViIIadsen's direct testimony
!

13 are overstated, correct?

14 A.

1 5

16

Yes, which further underscores the point that estimates obtained from the ECAPM in Dr.

Villadsen's analyses significantly overstate her recommended 10.5 percent cost of equity

for APS in this proceeding.

17

18 Q.

19

20

In direct testimony (p. 39), Dr. Villadsen asserts that the ECAPM results presented

in Figure 12 "deserve higher weight for a range of 10.3% to 10.5%," than do the

results obtained from the CAPM. How does RUCO respond?

21 A.

22

For the reasons noted above, RUCO believes that no weight should be given to Dr.

Villadsen's ECAPM cost of equity results.

23

24
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1 Q.

2

3

4

Moving on to a discussion of Dr. Villadsen's DCF analyses, in direct testimony (p.

42, lines 9-11) she states that because utility stock prices are higher, "the dividend

yield underestimates the yield on cash distributions to investors." Would you care

to respond to this statement?

5 A.

6

7

8

g

Yes, I would. Among the various cost of equity estimation models, the DCF is the only

one which intrinsically gives consideration to the price investors are willing to pay for a

given unit of return. To the extent investors are willing to bid up the share price of utility

stocks, they do so with the expectation that the cash distribution in the form of common

stock dividends-rather than being underestimated or insufficient-is adequate and

10 sufficient for their investment purposes.

11

12 Q.

13

14

15

As previously discussed, RUCO provided evidence to refute Dr. Villadsen's

assertion concerning a widening of the yield spread between utility bonds and

government bonds. To your knowledge, did Dr. Villadsen give consideration to this

fictitious increased yield spread in her DCF analyses?

16 A.

17

18

19

Yes, she did. When summarizing the results of her cost of equity analyses, in direct

testimony (p. 48, lines 12-13) Dr. Villadsen states, "I note that in considering the impact

of interest rates on the DCF estimates, I rely on the current widening of the spread

between utility and government bonds of 80 basis points." (emphasis added)

20

21 Q.

l
22

Among the cost of equity estimates obtained from Dr. ViIIadsen's analyses, from

which model does she obtain the highest cost of equity estimate(s)?

23 A.

24

As shown in Figure 15: "Range of ROE Estimates," on page 48 of her direct testimony,

Dr. Villadsen obtains the highest cost of equity estimates from the "DCF Considering
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1 Interest Rates" model for her nuclear subsample proxy group, which fell in the range of

2 10.8% - 10.9% (i.e., midpoint of 10.85°/0).

3

Does Dr. Villadsen obtain estimates from a DCF model which does not consider the4 Q.

5

6

impact of a so-called 'current widening yield spread' on interest rates, and if so,

how does it compare to the above referenced 10.85% midpoint value?

7 A.

8

9

10

11

12

13

14

15

16

Yes, she does. As shown in Figure 15 (p. 48), Dr. Villadsen obtains a 10.4% cost of equity

estimate from her "Simple DCF" model for her nuclear subsample. Thus, it would appear

that by giving consideration to the effect of a so-called widening yield curve on interest

rates, Dr. Villadsen overstates the cost of equity estimate obtained in her DCF analyses

for her nuclear subsample proxy group by 45 basis points (10.85% - 10.40% = 0.45%). It

should further be noted that a comparison between the results obtained from these same

two DCF models for Dr. Villadsen's full sample reveals a similar 45 basis point

overstatement to the DCF derived cost of equity, as the range of estimates obtained from

the "DCF Considering Interest Rates" model is 10.3% - 10.4% (i.e., midpoint of 10.35°/o),

while the estimate obtained from the "Simple DCF" for the full sample is 9.9% (10.35% -

17 9.9% = 0.45%).

18

19 Q.

20

In direct testimony, does Dr. Vi l ladsen indicate what she considers to be a

"reasonable range for the sample?"

A.21

22

23

Yes, she does. Based upon the data presented in Figure 15, page 48, of her direct

testimony, Dr. Villadsen states that "l consider a reasonable range for the sample to be

10.0% to 10.8% (excluding the highest and lowest estimate)."

24
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1 Q.

2

3

4

5

Given that Dr. Villadsen has designated 10.8% to be the upper bound on her

'reasonable range for the sample," and after excluding the highest and lowest

estimates from consideration, does this mean that the 10.8% estimate obtained

from her "DCF Considering Interest Rates" for the nuclear sample represents the

upper bound of Dr. ViIIadsen's reasonable range?

6 A.

7

8

9

1 0

Yes, that would appear to be the case, for by excluding the 10.9% estimate obtained from

the "DCF Considering Interest Rates" model for the nuclear sample, that would leave the

10.8% estimate obtained from the same model for the nuclear subsample as the highest

remaining estimate obtained from Dr. Villadsen's cost of equity analyses. As noted above,

this 10.8% - 10.9% range of estimates was overstated by 45 basis points.
l

11

12 Q.

13

14

15

Based upon RUCO's determination that the 10.8% estimate obtained from Dr.

Villadsen's "DCF Considering Interest Rates" model for the nuclear subsample is

overstated, what are the implications of this finding given that Dr. Villadsen relies

upon this 10.8% estimate as the upper bound of her reasonable range?

16 A. I believe that it would warrant a reduction being made to the upper bound of Dr. Villadsen's

17 reasonable range.

18

19 Q.

20

Do you have any other general observations regarding Dr. ViIIadsen's cost of equity

analyses?

21 A.

22

23

24

Yes, but only to point out that for purposes of estimating the dividend growth (g) rate in

her DCF analyses, Dr. Villadsen relies exclusively on analysts' forecasts of EPS growth.

However, as discussed earlier, for purposes of estimating the MRP component in her

CAPM and risk premium analyses, she relies exclusively on historical measures of the
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1

2

3

MRP going back to the year 1926. That Dr. Villadsen fails to incorporate both historical

as well as projected metrics into each of her cost of equity models is a significant

weakness in her overall cost of equity analyses.

4

5 Q.

6

7

8

g

In direct testimony (pp 50-51), Dr. Villadsen raises the issue of APS having

asymmetric risk exposure, and recommends that (i) the barriers to earning the

allowed ROE be removed, if possible, and (ii) if not possible, that it may be

necessary to provide APS with a cushion to ensure it earns its allowed ROE. How

does RUCO respond to Dr. ViIladsen's two recommendations?

10 A.

11

12

13

First, as a regulated public utility APS is afforded an opportunity to earn its authorized

ROE, not a guarantee that it will do so. In light of this fact, RUCO objects to the two

recommendations proposed by Dr. Villadsen. Second, a review of the most recent (i.e.,

October 28, 2016) Value Line quarterly update for Pinnacle West Corporation (PWC), the

14 parent of Aps, reports PWC to have a Financial Strength ranking of A+ and a Safety

15

16

17

ranking of 1. A review of the Value Line quarterly updates for Dr. Villadsen's sample

companies reveals that only two-Con Edison and Xcel Energy--have the same A+

Financial Strength ranking, and only one company-Public Service Enterprise Group-

18 has a higher Financial Strength ranking, A++. Among these same sample companies,

19

20

21

22

23

24

only 4 have a Safety ranking of 1 (Con Edison, MGE Energy, Public Service Enterprise

Group, and Xcel Energy). Thus, based on this evidence PWC, APS' parent company,

appears to be among the financially strongest and safest companies within both Dr.

Villadsen's (i) full electric proxy group, and (ii) nuclear subsample, as only PWC and Public

Service Enterprise Group are included in both proxy groups. Third, in order to capture

any nuclear related risks, like the Company RUCO obtained estimates from both an
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1 electric sample and a nuclear subsample. RUCO found that cost of equity estimates

2

3

obtained for its nuclear subsample exceeded those for its larger electric sample.

Accordingly, for purposes of its recommended 9.42 percent cost of equity in this

4 proceeding, without exception RUCO concluded the highest cost estimates obtained from

5

6

its CAPM, DCF and CE analyses for the nuclear subsample were the appropriate cost

rates to be recommended for APS. In light of this fact, the recommendations proposed

IE 7 by Dr. Villadsen should be denied.

8

9 Q.

10

11

In direct testimony (pp. 51-52), as one consideration for APS being allowed a

10.50% ROE, Dr. Villadsen raises the issue of the Company's "smaller size." Does

RUCO believe APS' size to be a relevant consideration when establishing rates in

this docket?12

13 A. For the reasons noted above, no. Furthermore, as mentioned earlier in my direct

14 testimony, PWC, the parent of Aps, is included in the S&P 500, and this fact alone should

15

16

preclude consideration of a small size adjustment for APS. However, in the event the

Commission should give consideration to APS' size, empirical research has demonstrated

17

18

19

20

that a small company risk premium adjustment to the cost of equity is unwarranted for

regulated utilities. Annie Wong, of Western Connecticut State University, conducted a

study on utility stocks to determine if the so-called size effect exists in the utility industry,

and she writes as follows:

21

22

23

24

The fact that the two samples show different, though weak, results
indicates that utility and industrial stocks do not share the same
characteristics. First, given firm size, utility stocks are consistently less
risky than industrial stocks. Second, industrial betas tend to decrease with
firm size but utility betas do not. These findings may be attributed to the
fact that all public utilities operate in an environment with regional
monopolistic power and regulated financial structure. As a result, the
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1

2

business and financial risks are very similar among the utilities regardless
of their size. Therefore, utility betas would not necessarily be expected to
be related to firm size.

3

4

5

6

The object of this study is to examine if the size effect exists in the utility
industry. After controlling for equity values, there is some weak evidence
that firm size is a missing factor from the CAPM for the industrial but not
for the utility stocks. This implies that although the size phenomenon has
been strongly documented for industrials, the findings suggest that there
is no need to adjust for the firm size in utility reguIations.89(emphasis
added)

7
Q.

8
Has the Commission previously ruled on the issue of firm size and whether it

warrants a risk premium adjustment to the cost of equity?
9

A.
10

11

12

13

14

15

16

17

18

19

Yes. In Decision No. 64282,90 the Commission ruled in a prior Arizona Water case that

firm size does not warrant recognition of a risk premium stating, "We do not agree with

the Company's proposal to assign a risk premium to Arizona Water based on its size

relative to other publicly traded water utilities...." The Commission confirmed its previous

ruling in Decision No. 6472791 for Black Mountain Gas agreeing with Staff that "the 'firm

size phenomenon' does not exist for regulated utilities, and that therefore there is no need

to adjust for risk for small firm size in utility regulation." All companies have firm-specific

risks, therefore, the existence of unique risks for a company does not lead to the

conclusion that its total risk is greater than other entities. Moreover, as previously

discussed, investors cannot expect compensation for firm-specific risk since it can be

eliminated through diversification.
20

21

22

23

24

as Annie Wong, Utility Stock and the Size Effect: An Empirical Analysis" Journal of the Midwest Finance
Association, (1993), p.98.
90 Dated December 28, 2001 .
91 Dated April 17, 2002.
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1 Q. Has the Commission issued a more recent decision which reconfirms its prior

2 position regarding firm size?

3 A.

4

Yes, in a recent EPCOR Water Arizona case in which Ms. Pauline A fern appeared as the

cost of capital witness on behalf of the appIicant.92 Specifically, in Decision No. 7526893

the Commission ruled as follows:5

6

7

8

g

10

11

12

13

14

15

16

Nor are we persuaded by Ms. A fern's claim that EPCOR's "size"
should be recognized as a business risk factor. Although a company's
size may sometimes be considered as a business risk factor, for utilities
of substantial size (i.e., those that have access to the equity capital
markets) it is a minimal consideration in determining business risk.
Small utilities, (e.g., non-class A utilities) may have additional risk due to
the inability to hire employees or contract for sufficient levels of expertise
management, technical 81 financial) to perform effectively and efficiently.
Small utilities also have other risks such as information access, greater
annual variability in operating expenses, and greater regulatory risk both
due to lack of skilled rate case personnel and the percentage of operating
expenses and rate base components reviewed by Staff and interveners.
Due to the latter two reasons, for any adopted return on equity the
distribution of actual returns is greater for a small utility than for a large
utility, and greater variability means greater risk. However, most of the
proxy companies used in the cost of capital analyses, including EPCOR,
are a conglomeration of many smaller water systems and have the
capacity to attract the appropriate level of talent for proficient operation.
Thus, the business risk for any of the EPCOR systems parallels that of the
sample companies, and we do not believe a cost of equity adjustment
for size is appropriate. (emphasis added)

FAIR VALUE RATE OF RETURN

What cost rate does APS propose be applied to the fair value increment of the

17
xi.

18
Q.

19
Company's FVRB in this proceeding?

20
A.

21
APS proposes that a 1.00 percent cost rate be applied to the fair value increment of the

Company's FVRB.
22

23

24 92 EPCOR Water Arizona, inc. (Docket No. WS-01303A-14-0010).
93 Dated September 8, 2015.
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Q. What cost rate does RUCO recommend be applied to the fair value increment of

APS' FVRB in this proceeding?

As shown in Schedule JAC-1 (Page 2 of 2), for purposes of its recommendation RUCO

adopts the Company's proposed 1.00 percent fair value increment cost rate.

Q. What FVROR does APS propose in this proceeding?

The Company proposes a FVROR of 5.84 percent.

Q. What FVROR does RUCO recommend for APS in this proceeding?

As shown in Schedule JAC-1 (Page 2 of 2), RUCO recommends a FVROR for the

Company of 5.36 percent.

In arriving at its recommended 5.36 percent FVROR for the Company, does RUCO

employ the same methodology as that used by APS?

Yes, it does. The details of RUCO's FVROR calculation are presented in Schedule JAC-

1 (Page 2 of 2).

XII. CONCLUSION AND RECOMMENDATIONS

Please summarize RUCO's cost of capital recommendations in this proceeding.

1

2

3 A.

4

5

6

7 A.

8

9

10 A.

11

12

13 Q.

14

15 A.

16

17

18

19 Q.

20 A.

21

22

23

24

2)

3)

RUCO recommends that the Commission adopt the following:

1) A capital structure composed of 44.20 percent long-term debt, and 55.80

percent common equity,

A 5.13 percent cost of long-term debt,

A cost of common equity of 9.42 percent,
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An overall rate of return of 7.53 percent,

A 1.00 percent fair value cost rate, and

A fair value rate of return of 5.36 percent.

4)

5)

6)

Q. Does this conclude your direct testimony?

1

2

3

4

5

6 A. Yes, it does.

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24
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Pr ice Ga in
High 6 5 ( + 5 %
Low 5 0 2 0 %
I n s i d e r  D e c l s l o n s

N  o  J  F  M  A  M
toBy
Options 0  0  7  0  1
toSs 0  0  0  0  1  0  1
I n s t i t u t i o n a l  D e c i s i o n s

4azo1s 102015 202016
121 131 132

8 3 8 7 102
35280 35272 35449

2003 2004
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24.77

5.68
2.90
1.96

24.57
4.23
2 8 2
1.72

25.34
4.35
2.19
1.75

30.27
6.79
3.38
2.02

26.90
6.80
3.15
2.08

21.57
3.57
1.89
1.76

24.50
3.85
2.48
1.25

25.23
4.14
2.77
1.45

27.33
4.42
3.08
1.64

24.75
4.91
2.65
1.78

24.60

5.35

2 . 6 3

1.90

| Yu. W:

30.50
0.25
3.75
2.40
3.50

43.50

2580
2.97
1 8 5
.30
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21.23

24.40
5.01
2.58
1.84
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30.48
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CAPITAL STRUCTURE asof 6/30/16
Total Debt $15643 mill. Due In 5 YlS $390.1 mill.
LT Debt $14989 mill. LT Interest $63.5 mill.
(LT interest earned: 4.1x)
Leases Uncaplta llzed Annual r a ita ls $14.0 mill.

lnallmllmllzxmlzirlllzn _ I I Z E I

M 8

Pe n sio n Assets12/15 $521 .3 mill.
Oblig $709.8 mill.

Pfd  Stock N one

C ommon Stock 49379945  she . 5.5%
8.0%
8.0%

WWM
8

1942
1631

MARKET CAP: $3.0 Simon (Mia Cap)

ELECTRIC OPERATING STATISTICS
2 0 1 3 2 0 1 4

1 .1 4 . 5
N A N A

5.45 6 .09
1793 1985
1646 1637

N A N A
N A N A

saungeneuasam KWH)
Avg.hdu§l Use(IIWH
Avg lrg(Iu$l mg; WHIN
C&paotya1peak( I
P%kLoadWIlIB¢(llw F
m a w r (%
%Oangs 01s1nmas *VS)

I .r m OW.('/»)
ANNUAL RAT ES
of change (per sh)
R ev enues

Cash FIORI/
E a mi n g s
D iv idends
Bo o k Va lu e

P a s t
10 Yrs.

.5%
5.5%
4.5%
9.5%
5.5%

3 4 5 3 8 1

P a s t E s td  1 3 » 1  s
5 yrs. to  1921

2.0% 2.5%
8.0% 5.5%
5.0% 4.0%
2.5% 3.5%
6.0% 4.0%

F u l l
E

1018.4
1136.8
1486.4
1330
1390

F u l l

F u l l
Year

.46

QUARTERLY REVENUES (S mill.)
M a r .31  Jun .  30  S . 3 0  D e c.  3 1

263.8 235.6 251.0 268.0
296.5 260.7 288.9 290.7
320.0 323.3 462.5 380.6
333.8 314.8 345 336.4
350 330 360 350

EARNINGS PER SHARE A
M a r . 3 1  Ju n . 3 0  S e  . 3 0  D a c . 3 1

.83 .35 .63 .82

. to .40

.85 .46 1.23

.93 .50 .97 75
.95 .50

QUARTERLY DNIDENDS PAID a l t
M a r . 3 1  Ju n . 3 0  S

.46 .46
475 .475

Cab
ender

2013
2014
2015
2016
2017

Cab
ender

2013
2014
2015
2016
2017

Cab
ender

2012
2013
2014
2015
2016

C ompan l! s F inancia l Str eng th
s to ck ' s  r i ce  S ta b i l i ty
Pr ice  Gr ow th  Per sistence
Eamings Predictability

To subscribe call 1800VALUELINE

27.95 Rev enues perch
7.15 "Cash F low"per sh
3.30  Eamingsper sh  A
z 1 4  D Iv 'd  D e cl ' d  p e r sh ° l1

. ap pending pets

37.07 Book Value per sh c
49.70

17. 15.1 Bo ld l ig s o n Av g  An n ' IP  R a tio
.91 .76 Val Line Relative pIE Ratio

3.9% 4.0% " '  O t e s Av gAnnID iv 'd  y ie ld

11368 1486.4 Rev enues (mill)
124.8 163.4 N etPr o fr t $mill

22.6% 19.4% Income Tax Rate

6.3% 2.0% AF UDC% t0 Netprofr t
44.2% 46.3% LongTerm Debt Ratio
55.8% 53.7% C o mmo n E  u R atio

2882.2 3388.9 a5a0 r ( x a lcapr r a I ( smill l 3850
3286.4 3669.1 3775  N e tPIan t Skin 3825

5.2% 5.8% Return on TotaICapI 6.0%

7.8% 9.0% Return on Shr .Equity 8.5%
7.8% 9.0% Retur n on ComE u E 8.5%
2.5% 3.6% Retained to Com Eq 3.0%
67% 60% AI ID iv dsto  N e tPr o l 65%

projects. Acqd u.s. Water  Serv ices 2/15. Has real estate operation
in  F L .  Gener a ting  sour ces:  coa l a  l ign ite  51%  w ind  11%  o ther
3% . pur chased. 35% . F uel costs:  22%  d r ev s.  15 depr ess.  r ate:
3.3% . Has 1.600 employ ees. Chairman President & CEO: Alan R.
H o d n ik .  I n c . :  M N .  Ad d r e ss:  3 0  We st Su p e r io r  S t.  D u lu th  M N
558022093. Tel. :  2182795000. Internet: .allele.com.

3 0 6 t a r g e t  o f  5 %  n e x t  y e a r .
S u p e r i o r  W a te r ,  L i g h t  8 :  P o w e r  h a s  a
r a te  c a s e  p e n d i n g  i n  W i s c o n s i n .  T h e
u ti l i ty  fi l e d  fo r  $ 2 .7  m i l l i o n  ( 3 .1 %)  b a s e d
o n  a  re tu rn  o f 1 0 .9 % o n  a  c o m m o n e q u i ty
r a tio  o f 5 5 %.  N e w  ta r i ffs  a r c  e x p e c te d  to
ta k e  e ffe c t in  th e  fi rs t q u a r te r .
T h e r e  a r e  m i x e d  s i g n a l s  f r o m  th e  s e r
vic e  a re a s  e c o n o m y.  On  a  p o s i ti ve  n o te
th e  c o mp a n ys  ta c o n i te  c u s to me rs  e x p e c t
lo  r u n  a t 9 0 % o f c a p a c i ty  i n  th e  la s t fo u r
m o n th s  o f 2 0 1 6 -u p  fr o m  8 0 % p re vio u s ly.
O n  a  n e g a tive  n o te  th e  c o n s tr u c tio n  o f a
p e l le tm a k in g  fa c i l i ty b y Es s a r  S te e l  is  o n
ho ld  wh ile  Essa r tr ies  to  secu re  financ ing .
T h e  c o m p a n y  e x p e c t s  t o  b e g i n  c o n
s t r u c t i o n  o f  a  t r a n s m i s s i o n  l i n e  i n
2 0 1 7 .  T h i s  w o u l d  c o m i c a l Min n e so ta

w i t h  a  n e w  h y d r o  f a c i l i t y  i n
Man itoba . The  line  is  expected  to  cost $300
m i l l i o n $ 3 5 0  m i l l i o n  a n d  b e  i n  s e r v i c e  i n
2020.
T h e  d i v i d e n d  y i e l d  o f  t h i s  s t o c k  i s
a v e r a g e  f o r  a  u t i l i t y .  L i k e  m a n y  u t i l i t y
i s s ues .  t he  r ec en t  p r i c e  i s  w e l l  w i t h i n  ou r

49 .49 20192021  T a r ge t  P r i c e  R ange .  Ac c o r d ing
.505 .505 l y  t o t a l  r e t u r n  po t en t i a l  i s  l ow .
.52 .52 Paul  E .  D ebbas . C F A Septem ber 1 6  2 0 1 6

(A) Diluted EPS. End. nor rec. losses: 04 25¢ dueearly Nov. $11.96lsh.(0) Inmill. (5) Rate base: Orig. cost A
net: 05 $1.84; 15 46¢: gain (losses) on disc. 95
o .: 04 $2.57 05 16 :06 2 .15EPS 40
031 add due to rounOing.)Nex1 (a¢)ings report planavail. (C) Incl. deferred charges. In 15: 90
n 2016 Value Line. Inc. Al pr?ls reserved. lr0m sources believed lo be retable and is provides wiu1001 warranties 01 an* kind.
L"§8"r.8$3§§J830l£8$ SIBLE FORANY ERRORSOR OMISSIONS HEREIN. s cauonls slncllylor subscnbersuwn.n0nc0n1me4clallnlernd use. opal

24.11 25.37 27.26 28.78 32.44
35.8

11. 1 .5 1 . 1 . .1 1 . 14.7 15.
.95 .89 .19 .84 1.01 1.02 .92 1.01

2.8% 3.2% 35% 4.4% 5.8% 5.0% 4.6% 4.5%

767.1 841.7 801.0 759.1 907.0 928.2 961.2 1018.4
77.3 87.6 82.5 6 1 0 75.3 93.8 97.1 104.7

37.5% M.8% 34.3% 33.7% 37.2% 27.6% 28.1% 21.5%
1.4% 6.6% 5.8% 12.8% 8.9% 2.7% 5.3% 4.4%

35.1% 35.6% 41.6% 42.8% 44.2% 44.3% 43.7% 44.6%

64.9% 64.4% 58.4% 57.2% 55.8% 55.7% 56.3% 55.4%
1025.6 1153.5 1415.4 1625.3 1747.6 1937.2 2134.0 2425.9
921.6 1104.5 1387.3 1622.7 1805.6 1982.7 2347.6 2576.5
85% 8.6% 6.7% 4.8% 5.4% 6.0% 5.6% 5.3%

11.6% 11.8% 10.0% 6.6% 7.7% 8.7% 8.1% 7.8%
11.6% 11.8% 10.0% 6.6% 7.7% 8.7% 8.1% 7.8%

5.0% 5.8% 3.9% .5% 1.5% 2.9% 2.3% 2.2%
57% 51% 61% 93% 81% 66% 71% 72%

BUSINESS: ALLETE Inc. is the parent of Minnesota Power which
N A supplies e lectr icity  to 146000 customer s in ncnheaslem MN & Su

6.40 per iod Water . Light & Power  in noNhwestan WI. Electr ic rev . break
down: taconite mining processing 26%  paper lwood products. 9% .

N A other  industr ial 8% . residential 12% . commercial. 13% . wholesale.
N A 16%  other  16% . ALLET E C lean Energy  owns r enewable energy

A L L E T E s  e a r n i n g s  w i l l  p r o b a b l y  d e
c l in e  th is  ye a r .  Th e  c o m p a r is o n  w i th  th e
ye a r a g o  ta l l y  i s  d i t l t i c u l t.  In  th e  s e c o n d
ha lf o f 2015  the  company reco rded  $0 .42  a
s h a r e  o f i n c o m e  fr o m  th e  s a le  o f a  w in d
p r o j e c t th a t i t  d e ve l o p e d  fo r  a  u t i l i ty  i n
N o r th  D a k o ta .  A L L E TE s  ta r g e te d  r a n g e
fo r  2 0 1 6  e a rn in g s  is  $ 3 .1 0 $ 3 .4 0  a  s h a re

Ye a r  a n d  m a n a g e m e n t is  g u id in g  in ve s to rs  to
th e  lo we r  h a l f o f th is  ra n g e  d u e  to  s to rm
r e l a te d  o p e r a ti n g  a n d  m a i n te n a n c e  e x
p c n s c  a n d  a  w a r m e r - th a n n o r m a l  w in te r .
Ou r  e s tima te .  wh ic h  we  tr imme d  b y $ 0 .0 5
a  share  is  $3 .15 .
M i n n e s o ta  P o w e r  i s  p l a n n i n g  to  F i l e  a

Ye a r  g e n e r a l  r a te  c a s e  i n  th e  fo u r th  q u a r
2 .6 3  te e .  Th is  w i l l  b e  i ts  fi r s t s u c h  a p p l ic a tio n

.97 .73 2 .9 0  in  s e ve ra l  ye a rs .  Th e  u ti l i ty is  u n d e re a rn
.83 3.38 in i ts  a l lowed re turn on equi ty and Power

3.15 wants to recover higher costs and adjust
1.05 .80 3.30 rate design so that its largest customers

are paying less for their electricity. Min-
.30 Dec.31 nesota Power also wants to place capital

45 184 expenditures in the rate base. New tarilTs
.475 .475 1.90 will take effect on an interim basis in early
.49 .49 1.96 2017 w i t h  a  f i n a l  o r d e r  e x p e c t e d  i n  l a t e
.505 .505 2.02 2017 o r  ear l y  2018 .  Th is  s hou ld  enab le  t he
.52 c o m p a n y  t o  m e e t  i t s  a n n u a l  p r o f i t  g r o w t h

(B) Divds historically paid in
early Mar. June Sept. and Dec. l ivd rein deprec. Rate allied on com. eq. in 10:
vestment plan avail. T Shareholder investment 10.38%: earned on avg. com. eq.. 15: 9.3%.

Reg. Clim.: Avg. (F) Summer peak in 13.
Factual material is obtained

N [ w e . . . . . .
stofedof tlansmlted In any pulled dedmmcaolhei lord ore lot genefatlnqofmatkelng any pmledaelecuomc pubhcallun sefvlceolpuxiucl
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22.2
17.0
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High:
Low:

20.0
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Target Prlco Range
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201520142013

l
l

13.94

2.95

1.53

.00

14.34

3.45

1.69

1.10

14.10

3.75

1.90

1.1a

15.10

3.44

1.74

1.02

14.77

3.34

1.65

.94

2 0 0 8

16.67

2.28

1.27

.70

15.51

2.10

.9 5

.75

15.40

2.60

1.38

.79

14.46

2.16

1.03

.5 8

2 0 0 7

15.57

2.56

1.35

.64

"I .Lv

9 2 1

17.15

4.95

2.45

1.50

5 5 5

20.0014.79

16.51

2.75

1.38

.85

.  3

13.57

as ran RETURN 8/16
nos vunnm

srocx lncx
1 yr 38.6 10.9
3 yr 89.9 29.8
5 yr 122.5 a45

2011 VALUE UNE PUB. LLC )

15.45 Revenues par sh
4.00 "Cash Flow' per sh
2.00 Eamlngs per sh A
1.25 DIv'd Decl'd per sh 51 1

op pen in per s
Bock Value per sh c

Izzzza z z w l i z m l
1  .

.91

3.3%

3359.4

260.1

AnnITotlI
Prim Gain Rstum

Huh 40 (+5% 4%
Lw 30 25% 2%
Insider Dec isions

N D J  F  M A u J  J

83% 8 3 g 8 g g 8 g g
to$\l 0 0 0 1 1 0 0 0 1
lnstkutlonal Dec isions

toznis 1ozns 102016

so :so 193 49 Hz
Mid' too 144502 150762 149878 traded a

reliant Energy, formerly called Interstate En
ergy Corporation was formed on April 21
1998 through the merger of WPL Hoidgs,
ITS Industries and Interstate Power. L
stockholders received one share of Inter
state Energy stock for each WPL share ITS
stop<holders received 1.14 Interstate Ener
gy shares for each ITS share and Interstate
Power stockholders received 1.11 Interstate
Energy shares for each Interstate Power

share.

CAPITAL STRUCWRE as of 6130116
Total Deb! $39021 mill. Due in 5 Yrs $1100.0 mill.
LT Debt $358a.1 mill. LT 1muasz $175.0 mill.
(LT interest earned: 3.6x)

15.0%

1.0%

220.7

1  . 1

.80

3.1%

3437.6

320.8

44.4%

2.4% W M M
48.6%

.1312!

9

Common Stock226918.432 she.

9%

88%

8
2015

.1
2014

4.1288839
*~e8: In8. M and other services in Wisconsin Iowa and Minnesota. Eect revs.

by slate: WI 44%; lA 55%: MN 1%. Elect. rev.: residential 39%5820
NA

5426
NA

5385
NA
+.3

. Alliant Energy reported betterthan
s e c o n d q u a r t e r  r e s u l t s .

c ompany  po s t e d  s ha re  ne t  o f  $0. 37
ES!'d '13'15

to 1921
Past
5 yrs.

Past
10 Yrs.

ANNUAL RATES
d ¢*\@"D° (vet sh)

easily topping our $0.30 estimate. The per

with cost
im. .30 Dec.31 Yearender Marshalltown generating

8 %.

Mar.31 Jun.30 S

859.6
952.8

3276.
3350.
3253.

930843.8
885

2016 fullyear earning
cl $1.90 a share. hat is slightly below

managements
§uidancc of $1.80 to $1. 5.
pliant asked the Iowa Utilities Board

a  S l  b i l l i o n  p l a n  t h a tender

2014
2015

1.65
1.74
1.69

ender

.36 .30 .72 .27

.49 .28 .70 .21

.44 .30 .80 .15

.43

. is

QUARTERLY DNHJENDS PAID B 'l

M a r.3 1 Ju n . 3 0 .3 0 De C.3 1

.9 0

.942013

2015

kg Ann'l PIE Ratio
Relative PIE Ratio
Avg Ann'l Div'd Yield

Revenues ($milI)
Net Profit Sum
Income Tax Rate
AFUDC % to Net Protest
LongTerm DebtRatio
CommonE u Ratio

7600 7800 TdalCapitaI($mlll) 0200
8200 a2oo Net plant Sum 8800

6.0% RNumonTotal Capl 7.0%
10.5% RetumonShr.EquRy 120%
11.0% RetumonComE u E 12.5%

Retained to Com Eq
All Divd$ to Net Prcl

sources. 2015: coat 46% gas. 19% other 35%. Fud costs: 49%
al revs. 2015 depreciation rate: 5.7%. Estimated plant age: 13
years. Has 4010 employees. Chairman & Chief Executive Oflicer.
Patricia L. Kampling. lncaporaled: Wisconsin. Address: 4902 n.
Biltmore Lane Madison, Wisconsin 53718. Telephone: 608458
3311. Internet: .allianlenergy.oom.

changes to its 20162019 capital ex-
penditure program. Even with the new
wind turbine proposal it continues to fore-
cast cape of about $5 billion through
2019. That is because a number of planned
projects arc coming in below the original
forecast and several others have been
shelved or delayed.
The station
is approximately complete. Total
capital expenditures for this project are
slated to be about $700 million. The natu
ral gasfired facility is expected to go into
service in the spring of 2017.
The com any is also making progresson the riverside Energy center ex

pansion. It recently selected AECOM to
perform the engineering procurement
and construction of the development. The
$700 million investment in Riverside is ex
pected to supply energy to customers by
early 2020.
This issue is now ranked 1 (Highest)
for Timeliness. However given t e ex-
cessive valuation total return potential
over the 3 to 5year haul is well below the
ValueLine median.
Daniel Henigson

Ma Au
avail 1 gharehdda invest

.225 225 .225 .225

.235 .235 .235 .235

.255 .255 .255 .255

.275 .275 .275
.295 .295

(A) Diluted EPS. End. nonreair. gins (lasses:
09( ¢). 10. (8¢ .

Se pt e m be r  16 2016

Companys Flnandal Strength A
Stocks Price Stability 100
Price Growth Persistence 95
Eamings Predictability 85

To subsc ribe c all 1800VALUELINE

1.79

13. 1  . 12.5 14.5 14.5 15.3 1  . 1  . 1 Bolding s o n

.81 .93 .80 .91 .92 .86 .87 .82 w / L l m

4.1% 5.7% 4.6% 4.3% 4.1% 3.7% 3.5% 3.6% " ' s
3581.7 3432.8 3416.1 3685.3 3094.5 3276.8 3350.3 3253.6

280.0 208.6 303.9 304.4 337.8 382.1 385.5 380.7

19.0% 15.3%
. . 7.0%

Pension Asws12/1s$895.0 Mill.Oblig.$1206.3 31.4% 36.3% 45.7% 48.4% 46.1% 49.7%
mm. 62.9% 58.6% 50.9% 48.4% 50.8% 47.5% 51.4%
pfas16d< 3400.0 mill. Pfd Dlvd s10.2 mill. 4218.4 4329.5 4815.6 5423.0 5840.8 59212 6478.6 6461.0 7257.2 7246.3
16000000 she. 4944.9 4679.9 5353.5 6203.0 6730.6 7037.1 7838.0 7147.3 6442.0 8970.2

7.5% 8.6% 7.0% 5.1% 6.6% 6.4% 6.3% 7.0% 5.3% 5.1%
A¢l,,,¢,¢f°,2.1°,.1,,m4,2¢116 9.0% 11.0% 9.1% 6.9% 9.7% 9.5% 10.1% 11.0% 10.6% 9.7%

9.1% 11.3% 9.3% 6.8% 9.9% 9.5% 10.3% 11.3% 10.9% 10.0%
MARKET CAP:$8.8 bIIIlon(Large Cap) 3.8% 3.3% 4.9% 4.3%

ELECTRIC opeRAnnc STATISTICS 64% 67% 57% 59%

201 BUSINESS: Alliant Energy Corp.. formerly named Interstate Ener
114i1 11821 11735 gy is a holding company formed through the merger of WPL Hdd

6.75 e.a5 692 inks ITS Industries. and Interstate Power. Supplies electricity gas.
I 5820 5426 5385

NIIHLMFIU
%0=ns=C~»hw¢=v¢4l +.4 +.4 commercial 24% industrial 30% wholesale 6%. other. 1%. Fud

rumen C0v.°/0 295 320 325 e x p e c t e d T h e

res in
Revenues 1.0% 1.5% 4.0% 2 3 % v e r s u s  t h e  y e a r e a r l i e r  f i g u r e a m?
Ca$.h Fw 3.5% 8.0% 6.0%

0 80 formance was driven by a large uptick in
Bcokvalue 4.0% 4.0% 4.0% electric sales to commercial entities cou

. Antenur Revenues mill. pled newly implemented
Cal OU (S l Full containment initiatives. Given the
2013 718.0 866.6 832.6 prcssivc results we arc increasing our
2014 750.3 0401 804.1 s estimate by a nick-
2015 897.4 717.2 898.9 740.1 to .
2016 754.2 852 3380 t he  Hugh  e nd  o f s h a r e n e t

2017 780 975 910 3550

Cal EARNINGS PER SHARE A Full
Mar.31 Jun.30 Se .30 Doc.31 Year t o a p p r o v e

2013 would expand pts wind energy opera
tions in the state. The new project is
part of the companys efforts to reduce car

2016 .37 go .20 1.90 on emissions and improve its clean ener
2011 .30 .90 .32 2.00 by profile. The $1 billion would be invested
Cal Full over five years and add approximately

Year 500 megawatts of wind power to an exist-
2012 log farm in northern Iowa. The utility is

requesting an 11.5% return on common
2014 1.02 equity. If authorized the project is expect

.275 1.10 ed to be completed by 2020.
2016 .295 Management does not anticipate any

in midFeb.. .. and Nov. I Divd rein Rata aIId on com. eq. in IA in 15: 10.9% In
06 42¢ 07 08 4¢ . vest Jan plan WI in 15 Regul. Clam.: WI Above Avg.; IA
11 (1¢) 12 ( ¢ Next eammgs report due avall.rC)lnd. deferred digs. ln15: $95.0 vIII. Avg.
early November. ( )Dividends hlsloricalry paid $0.42lsh. (D) In mill. (E) Rate base: Orig. cost.
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American Electric Power is seeking a
regulatory restructuring in Ohio.ANNUAL RATES Past Past Estd 1315
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The company is already selling its
other nonregulated generating assets.
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We have raised our 2016 earning s esti-
mate by $0.15 a share. to $3.88 June
quarter profits were better than expected
due to an $0.11ashare gain from a fedor
al tax audit settlement.We includethis in
our earnings presentation even though
AEP excludes it from its 2016 earnings
guidance of $3.60$3.80.
Public Service of Oklahoma is still
awaiting a rate order. The utility filed
for a rate hike of $177 million. based on a
10.5% return on a 48% commonequity ra
tio. Because an order was not received by
the start of 2016 it implemented a $75
million interim tariff hike at that time.
The decision might well come by yearend.Note that AEPs Indiana 8¢ Michigan sub
sidiary is preparing to file a rate applica
tion in Indiana.
We expect a dividend increase in the
fourth quarter. We estimate a boost of
$0.03 a share (5.4%) in the quarterly dis-
bursement. AEP is targeting a payout ra
tio in a range of 60%70%.
This timely stock has a dividend yield
that is slightly above the utility mean.
Total return potential to 20192021 islow.
Pau] E. Dcbbas CFA September IG2016
cl. if tang. In 15: ARate base: various. 1005%10.9%i am. on 55Regul. Climate: Avg. 90
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S t o c ks ri ce  S tab i l i t y
P r i ce  G ro wt h  P e rsi st e n ce
E a m i n g s P re d i c ta b i l i t y

To subscribe call 1800VALUELINE
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mi l l . capi ta l i zed l eases.
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ELECT RIC OPERAT ING ST AT IST ICS 53% 55% 56% 66% 60% 63%

2218 +1.1 BUSINESS: American Electric Power Company Inc. (App)
N A N A th ro u g h  1 0  o p e ra t i n g  u t i l i t i e s se rve s 5 .4  m i l l .  cu sto m e rs i n  A rka n

Aig 1num Revs. l¢) so s K e n tu cky.  I n d i a n a .  L o u i si a n a  M i ch i g a n  Oh i o  Okl a h o m a  T e n
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+.4 + . 3 1 5 %;  o th e r 3 %.  So l d  5 0 % sta ke  i n  Yo rksh i re  Hi d i n g s (B ri t i sh  u t i l i

Fixed Gov. is 3 2 6 3 4 8 3 5 6I This
0fdwueloefshl 10 Yrs. 5 Yrs. 9°1921 would not be a return to full regulation.
Revenues .5% 1.0% 1.0% but a way for the company to place someEC§nsihFs'°"f nonregulated generating capacity in the
Dividgrgds 3:0% 4:0% 5f0% rate base of its utilities in the state. AEP
Book Value 5.0% 5.0% 4.0% tried to move toward regulation by initiat
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4045 3893 3600 15700 c o m p a n y  i s a n  a t t e m p t  w i t h  t h e
4200 3700 16000 s ta te  l e 1 z i s l a tu r e . a l o n g  th e s e

lines wt 1 probably be known by yearend.
Mar.31 Jun.30 5 .30 Dec.31 AEP is also preparing to put the plants up
.75 .73 1.10 .60 3.18 for sale in case legislation is nut passed.
1.15 .80 1.01 .38 3.341.27 .88 1.04 .40 3.591.02 1.07 1.25 .50 3.85 This is part of AEPs strategy to exit its
1.25 .95 1.25 45 3.90 nonutility activities and become entirely

Cal Fun regulated. An announcement of the win
Year ring bidder(s) is expected within the next

47 47 1 88 few weeks with a closing in late 2016 or
. . early 2017. Even without this benefit next

.50 .50 2.03 year growth in the companys transmis
2.15 Zion operations should produce higher

.56 .56 profits next year.
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5 .46
N A
N A
N A
N A

IFiled

ANNUAL RAT ES P a s t P a s !  E s t d  1 3 1 5

C ash  F low "

.
QUARTERLY REVENUES (S mill.)

M a r . 3 1  Ju n . 3 0  S

1475 1403 1638

.

Full
Year

th e  fi r s t h a l f o f 2 0 1 7 .  Ne ve r th e le s s  e a rn

L i k e  o th e r  t r a n s m i s s i o n  o w n e r s  i n  th e
M i d w e s t ,  A m e r e n  i s  a w a i t i n g  o r d e r s
f r o m  th e  F e d e r a l  E n e r g y  R e g u l a to r y
C o m m i s s i o n ( F E R C ) . Transmiss ion
u s e r s  c o m p la in e d  to  F ER C  th a t a l l o w e d
re tu rn s  o n  e q u i ty fo r  tra n s mis s io n  o wn e rs
a r e  to o  h i g h .  A d m in i s tr a ti ve  l a w  j u d g e s
h a ve  re c o mme n d e d  s ig n i fic a n t c u ts  in  th e
a l l o w e d  R O E .  a l th o u g h  F E R C  g r a n te d

a n a d d itio n a l h a l fp e rc e n ta g e
" adder" fo r p a r t i c i p a t i n g  i n a

tra n s m is s io n  o rg a n iz a tio n .  Th e
c o m p a n y h a s  ta k e n  a  re s e rve  o f $ 5 8  m i l
l io n  fo r  p o te n tia l  re fu n d s  o f p re vio u s ly co l
lec ted  revenues . Desp ite  a ll o f th is . e lec tr ic
tra n s m is s io n  s h o u ld  b e  a  s o u rc e  o f p ro fi t
g rowth  fo r  Ameren  in  the  coming  yea rs .
W e  t h i n k  t h e  b o a r d  o f  d i r e c t o r s  w i l l
r a i s e t h e  d i v i d e n d i n t h e  f o u r t h
q u a r te r .  Th is  h a s  o c c u r re d  in  e a c h  o f th e
p a s t tw o  ye a r s .  W e  e s ti m a te  a  b o o s t o f
$0 .06  a  share  (3 .5%) in  the  annua l payou t.
A m e r e n  s t o c k  h a s  a  d i v i d e n d  y i e l d
th a t  i s  a b o u t  e q u a l  to  th e  u t i l i t y  a v e r

W i th  th e  re c e n t q u o ta tio n  w i th in  o u r
re

endar

2012
2013
2014
2015
2016 September 16 2016

A
9 5
30
85

C a l F u l l
ender Year

2013 1322 5838.0
2014
2015
2016 1850
2017 1450 1900

EARNINGS PER SHARE A
ender .30

2013
2014
2015
2016 1.40
2017 .45 1.50

QUARTERLY DNIDENDS PAID B l

M a r . 3 1  J u n . 3 0  s . 3 0  D e c. 3 1

.40 .40 .40 a  e
4 0 4 0 .40 .40 1.60 . . 8  . .Am e re n s  ta rg e te d  ra n g e  o f $ 2 .4 5 -$ 2 .6 5 2  1 9 2 0 2 1  T a r g e t P r i c e  R a n g e  to ta l

lo rn  p o te n tia l  is  ju s t mo d e s t.
Pau l  E. Debbas  CF A

CompanIons F inancial Strength
05 ( 11¢) :  10 ( $2.19) 1 11 ( 32¢) :  12 ( $642) ; la te Mar . .  June Sept.  & Dec.  l D iv d r e inv est $ to c k s  r i c e  S ta b i l i ty

Pr ice Gr ov nh Per sistence
Eamings Pr ed ictab i l i ty

T o  s u b s c r i b e  c a l l  1 8 0 0 V A L U E L I N E

2 0 1 5

32.64 24.93 31.04 20.14 24.95 25.13

6.33 5.28 5.87 5.87 5.77 6.08

3.41 2.66 2.47 2.41 2.40 2.38

2.54 2.54 1.56 1.60 1.61 1.66

. .99 . . .4 . 7.

23.30 24.26 32.41 3280 27.27 26.97 27.67

137.22 204.70 40.4 4  . 42.63 242.63 242.63

11. 12.1 15.8 13.5 16.3 16.7 19.4 17.4 14. 9.3 g.7 11. 1 .4 1 .5 1 .7 17.5

.72 .62 .86 .77 .86 .89 1.05 .92 .85 .62 .62 .75 .85 .93 .88 .88

6.9% 6.2% 6.1% 6.0% 5.5% 4.9% 4.9% 4.9% 6.2% 6.0% 5.8% 5.3% 5.0% 4.6% 4.0% 4.0%

CAPITAL STRUCTURE as Of 6I30I16 6880.0 7546.0 7839.0 7090.0 7638.0 7531.0 6828.0 5838.0 6053.0 6098.0 6050

Tolal Debt $7814 mill. Due ln 5yrs s3342 mill. 547.0 Q 9 0 615.0 624.0 559.0 502.0 589.0 518.0 593.0 585.0 co s

LT 0eb1$5505 mill. LTlnterest$328 mm. 327% 33.5% 33.7% 34.7% 35.8% 37.3% 35.9% 37.5% 38.9% 38.3%
(LT interest earned: 4.0x) .
Leases, Uncapltallzed Annual rentals $13 mall.
Pens lon Assezs12/1553553 mill. 43.8% 45.0% 47.8% 49.7% 48.2% 45.3% 49.5% 45.2% 47.2% 49.3%

Oblig $4197 mill. 54.5% 53.4% 50.8% 49.1% 50.9% 53.7% 49.4% 53.7% 51.7% 49.7%

pfd Stock $142 mill. pfd Divd Se man. 12063 12854 13712 15991 15185 14738 13384 12190 12975 139588g35.7.h.gg5°1°§33?8.$.l"08s818f8.883 14285 15059 15557 17510 17853 18127 15095 15205 17424 18799
sh. 4.00%  to 6.525%  s100 par  redeem. $100
$104/Sh. 8.1% 9.0% 8.5% 7.8% 8.5% 7.5% 8.7% 7.7% 8.7% 8.3%

C ommon Stock 2 4 2 6 3 4 7 9 8 sh s . a so f l l 2 9 I 1 6 8.1% 9.2% 8.7% 7.8% 8.5% 7.5% 88% 7.8% 8.7% 8.3%
MARKET CAP: $12 billion (Large Cap) 2 % 1.3% 1.0% 3.5% 3.8% 2.8% 3.0% 1.9% 2.9% 2.5%

97% 88% 88% 56% 58% 83% 66% 76% 67% 70%

. BU SIN ESS:  Amer en  C o r po r a tion  is a  had ing  company  fo r med
1 N A N A N A through the merger  of Union Electr ic and CIPSCO. Aoqd CILCORP

lqiusl we(¢) 5.41
Capauryawea(  l.
PeakLoad. f[ )

; r ; g n 1 , = » g m _ 1 m , N A N A 1 3 . E lec tric  rev. breakdown: res idential 4 5 % c ommerc ia l 33%; in

cw. as 289 ass 3 4 3  A m e r e n  h a s  f i l e d  a n  e l e c tr i c  r a te  c a s e
in Missouri. The utility is seeking an in

°fdiang¢(pq5|.) 10 Yrs. 5Yf§ 101921 CIQaSC of million based 0ll EL
Revenues 1.5% 5.5% 2.5% return of 9.9% on a commoncquity ratio of
E n 2.;';1_ 8g°,4,; 51.8%. Besides asking for the recovery of
039985 415% 3:0% 4f 0% capital expenditures and higher expenses.
Book Value .5% 3.0% 3.5% the application reflects lost volume from

Amcrcns historically largest customer
.30 Dec.31 Noranda which has idled production at its

a l u m i n u m  s m o l t c r .  T h e  c o m p a n y  i s  a l s o Am e r c n
1594 141g 1670 1370 6053.0 reques ting a r egu la t o r y m ec han is m to p o i n t
1556 1401 1833 1308 6098.0 t r ac k t r ans m is s ion C O SIS .  New  tar i f f s  3 /8 r eg iona l
1434 1427 1339 6050 expec ted to  go in to ef fec t  in  la te May.
1500 1400 6250 T h e  c l o s i n g  o f  t h e  N o r a n d a  s m e l t e r  i s

Cal h u r t i n g  Am e r e n s  p r o f i t s .  T h e  u t i l i t y  e s
Mar.31 Jun.30 5 086.31 animates the negative effect at $0.15 a

.22 .44 1.25 .19 2.10 share this year. and $0.06$0.07 a share in

inks are still likely to advance in 2016 be
.43 .61 .16 2.60 cause the secondquarter comparison was

.50 .20 2,5 easy. In fact we raised our shareearnings
Cal Full estimate by $0.10. to $2.60 because June

Year qua rte r p ro fi ts (a ided b y favorab le
40 1 6 0  we a th e r  c o n d i tio n s )  we re  b e tte r  th a n  we
. . e x p e c te d .  O u r  r e vis e d  e s tim a te  i s  w i th in
4 4 . .41 1. 1
4? 4? .425 1.84 which management raised by a nickel
.425 .425 upon releasing secondquarter results.

(A)  Diluted Eps. Exd. nonrecur . gain ( losses) : report due ear ly  Nov. (B) Divds history . paid in alld on com. eq. in MO in 15: Alec.  9.53%  in
11: gas none specified in lL in 14: Dec.

gain disc. ops.: 13  ( 92¢ ) :  15  21¢ .  p lan avail. 1°1 Ind. if tang. In 15: $7.39/sh. 8.7%  in  16: gas. 9.6% earned on @vi. com.
14 E Ladd  due t r ound ing .  N ex tegs. ( D ) ln  mill.  E R ate  base:Or lg .costdepr .  R ate  eq . .  15 :8 .5% .  R egu la to r y  C limate :  Becw Av g.

° 2016 Value Line IDC. AI rous reserved. Faclud maler id is obtained loom sources bedewed 10 be reiNe and is. prov ided mom warrar lies d ml kind.
THE PUBLISHER IS NOI RESP NSIBLE FOR ANY ERRORS OR OMISSIONS HEREIN. T cwmis stnctly lor subscnbersown. non4:ummerclaI Neural use. opal
dlmaybere1;roducedresald. stoledorlransmnteduiany prmled.eleclro11lcorolherform or lot generating or madellng any prnledorelecllmrc p\lticahon.sanxeorprnd\xl.
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PRICE

VALUE
LINE42.80 130 20.31011 1.0111.5° 3.0%CMS ENERGY CORP. NYSE-CMS

250
21.1

36.9
26.0

30.0
24.6

38.7
31.2

16.1
10.0

22.4
170

19.5
15.0

17.5
8.3

Tar?et Price Range
20 g  2020 20  1

1

TIMEUNESS 3 L0wumsm1e
SAFETY 2 Rais€d 3l21l14
TECHNICAL 1 Raise¢19I9I16

B E T A  . e s  ( 1 . 0 0 ma n < e f )

H i g h ; 1 6 . 8 1 7 . 0  .
L o w ; 9 . 7 1 2 . 1

L E G E N D S
0 1 8 6  x  D W md s ;  s h
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40
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24
20
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841 a
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_  I H I I M Q Q
: n i l

30
20
10

Percent
shares
traded

a s  T O T .  R E T U R N  a n s
m s VI Assa m:

STOCK m a x
3 2 . 0 1 0 . 9
7 5 . 0 2 9 .8

1 5 5 .0 8 4 .5

1  y r .
3  yr
Sy s .

H-llllllHIIIIIIIIIIIIIIIIIIIIIIITI1 II
nnmmlmlumlllllllllllllllllllllllllllllllllllllllllnlllnllllllnnlmlnllnmlmmmunmll
lllllllllllllllllllllllllllllllllIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIII

r

AnnITotal
Prloe Gain Recur

High 45 (+5% 5%
Low 30 30% 4%
Insider Dec isions

N o J F M A M J J
loBby 1 0 0 0 1 0 0 0 0
Options 0090001001
loSdl 2 0 0 1 3 0 4 0 0
Institutional Decisions

4azo1s 102115 202018
l o Bb y 2 0 6 2 3 3 2 3 6
to 5eI| 1 9 3 2 0 5 2 0 1
H l d  0 0 0  2 5 2 2 5 7  2 5 0 3 6 8  2 5 1 0 5 4

2003 2004

_ - - - - - - - 1 - "
3 - r m n 1

I - :-"-41numuna--
- - - - - r ¢ - - i i i i i i i l
Q - - H - - ' - § - - - Q "1 - Q - - - -" " "
- - - z - - - - -
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l

3 4 .2 1

2 . 3 9

d . 2 9

l

2 3 .2 9

4 . 5 9

1 . 8 9

1.16

2 7 .2 3

3 .4 7

. 9 3

.5 0

Iz

2 5 5 9

3 . 6 5

1 . 4 5

.8 4

.4 7

1 1 .9 2

2 3 .9 0

3 .8 2

1 . 5 3

.9 6

4 . 6 5

1 2 0 9

2 5 7 7

3 .7 0

1 . 3 3

.6 6

9

1 1 1 9

2 4 .6 8

4 . 0 6

1 6 6

1 . 0 2

4 .  8

1 2 .9 8

7 4 .2 4

7 .6 1

2 . 5 3

1 4 6

5 1

1 9 .4 8 \

2 4 .1 5

6 .5 0

2 5 0

1 . 6 0

5 . 7 5

1 9 .2 5

2 8 6 .0 0Irma l

1 2 . 6

.6 7

_ I

8
7 1 5 0

7 4 0

|
I

l
1
l

m W
1

W
M

M
i

72.16 60.28
5.24 d.09
1.27 d2.99
1.46 1.09
.4 .1

14.21 7.86
132.99

9.6 20.8 . .
.62 1.07 . .

6.0% 5.5% 7.5%

CAPITAL STRUCTURE as of 6130116
Total Debt $9514 mill. Due in s Yrs $4793 mill.
LT Debt $8596 mill. LT Interest $388 mm.
Ind. $110 mill. capitalized leases.
(LT interest earned: 3.0x)
Leases Uncapitalized Annual rentals $20 mill.
Pension Assets12/15 $2013 mill.

Oblig $2403 mill.
pfd Stock $37 mill. mu oivd $2 mill.
Ind. 373148 she. $4.50 s100 par cum. callable at
$110.00.
Common Stock 279300000 she.

1 6 1 0 0

1 8 6 0 0

6 . 0 %

1 3 .5 %

1 3 . 5 % l

I

2 0 1 5
8 l

l

MARKET CAP: $12 billion (Large Cap)

ELECTRIC OPERATING STATISTICS
2013

3.1
NMF

a¢auqarruu(l:l:; 7498
59.7

8509
50.0

7812
56.8

C M S  E n e r 9 / s  u t i l i t y  s u b s i d i a r y  h a s e lude
e l e c t r i c  a n g a s

Past PastANNUAL RATES
of change (her sh)

rate
treatment from the2 . 5 %

QU AR T ER L Y R EVEN U ES ( S mi l l . )
.

Full
Year

2523 1468 1430 1758 717g.
I
I
I

.

Full
Yearender

2013

2014

2015

2016

2017

W e  h a v e  t r i m m e d  o u r  2 0 1 6  e a r n i n g s
e s t i m a t e  b y  $ 0 . 0 5  a  s h a r e .  I n  t h e  c u rFull

Year

147s
1350 1500

EARNINGS PER SHARE A
Mar.31 Jun.30

.53 .29

.75 .30 .34 .35
. 5 3 . 3 8

. 4 1

. 4 5

QU AR T ER L Y D N I D EN D S PAI D  B  I

M a r . 3 1 J u n . 3 0  S

.2 4 .2 4 .2 4 .2 4 . 9 6

.27

.29
. 2 7

. 2 9

. 2 7

. 2 9

. 2 7

. 2 9

1 . 0 8

1 . 1 6

ender

2012

2013

2014

2015

2016

C) Incl. if tang.
05 ($1.61) 06 ($1.08); 07 (s1.26) 09 (7¢) due to rounding. Next earnings report due late ate base: net orig. cost. Rate allowed on

2005 2006 2007 2008 2016 2017
22.15 22.70 Revenues perch
4.s0 5.30 Cash Flowpersh

.64 1.95 215 Eamlngspersh A
. ah 1.24 1 1.32 Divd Decld pgfghag

1 0 .0 0 . 6.20 apI pending perch
15.00 i 16.00 8ookValue porch c

200.00 282.00
said flghres Ana Avg AnnI PIE Ratio

.66 .80 .85 .96 .93 V'/"°'""* Relative PIE Ratio
" " " " " ' Avg AnnI Dlvd yieiu

6200 6400 Revenues($miII)
540 615 Net Profit $mill

39.9% MY% 34.0% 38.5% 35.5% Income Tax Rate
3.0% 2.0% AFUDC°/»to Net Pro1It

67.5% 67.0% LongTerm Debt Ratio
32.0% 33.0% CommonE u Ratio

11846 13075 13725 TctalCapitaI($mlll)
1M12 15575 16450 NetpIant Smill

5.5% 6.0% RetumonTotal Capl
6.2% 12.5% 13.5% RetumonShr. Equity

13.0% 13.5% RetumonComE up E
R e t a i n e d  t o  C o m E q

3 1 % 5 5 % 6 1 % 6 0 % 6 1 % A l l  D i v d s  I O  N e t  P r o f

7%. Generating sources: coal 44% gas 10% other 3%. pur
chased 43%. Fuel costs: 47% of revenues. 15 reported depress.
rates: 3.5% electric. 2.8% gas. 8.7% other. Has 7400 employees.

customers. Has 1034 megawatts of nonregulated generating capa Chairman: John G. Russell. President 8= CEO: Patti Poppa. ln
city. sold palisades nuclear plant in 07. Electric revenue break corporated: Michigan. Address: One Energy Plaza. Jackson Michi

gan 49201. Ta.: 5177880550. Internet: www.cmsenergy.com

whatever the amount o f  the
rate cases pending. charge turns out to be.

Earnings should be much improved in
2017. We assume no additional charges for

based on an allowed return on equity of a workforce reduction. Consumers Energy
should benefit front relief assuming
reasonable re ulatory

which it may do under Michigan regula MPSC. Our 2817 profit forecast remains at
$2.15 a share.

Service Commission (MPSC) is proposion a There is potential upside to CMS
$92 million increase based on a 10% R8E. earnings growth goal of 6%8% annu

ally. Proposed legislation in Michigan if
enacted would likely create additional in
vestment opportunities for Consumers En-

10.6% ROE. The will self ergy. This is not reflected in our estimates
and projections. CMS also has some non
regulated generating capacity that would
increase its contribution to corporate prof-
its if wholesale power prices rise.
This stock has a dividend yield that is
s lightly be low average by util ity s tan
dards. L ike many utility issues the re
cent quotation is near the upper end of our
20192021 Target Price Range. According
ly total return potential is negligible even
though we project solid dividend growth
through the end of the decade.
Paul D4bbas. C144 September 16 2016

Companys Financial Strength B+4
Stocks Price Stability 100
Price Growth Persistence 90
Eamings Predictability 80

To subsc ribe c all 1800VALUELINE

2 8 .0 6 2 8 .5 2 3 0 .5 7 2 8 .9 5 3 0 .1 3 2 6 .0 9

2 . 8 7 3 . 4 3 3 .2 2 3 . 0 8 3 .8 8 4 .2 2

.7 4 1 . 1 0 .6 4 1 . 2 3 1 .7 4

. . . . 2 0 1 . 0 8

. . . . 5 . 7 3 |

9 .8 4 1 0 .5 3 1 0 .0 3 1 0 .8 8 1 3 .3 4

2  . 7 8 2 7 5 .2 0 2 7 7 .1 6

2 2 . 2 2 6 . 8 1 0 . 9 1 3 . 6 1 2 . 5 1 3 . 6 1 5 .1 1 6 . 3 1 7 . 3 1 8 . 3

1 . 2 0 1 . 4 2 .9 1 .9 2 .9 1

. . 1 . 2 % 2 . 7 % 4 . 0 % 4 . 0 % 4 . 3 % 4 . 2 % 3 . 8 % 3 . 6 % 3 . 4 %

6 8 1 0 .0 6 5 1 9 .0 6 8 2 1 .0 6 2 0 5 .0 6 4 3 2 .0 6 5 0 3 .0 6 3 1 2 .0 6 5 6 6 .0 7 1 7 9 .0 6 4 5 6 .0

1 5 8 .0 1 6 8 .0 3 0 0 .0 2 3 1 .0 3 5 6 .0 3 8 4 .0 4 1 3 .0 4 5 4 .0 4 7 9 .0 5 2 5 .0

3 7 .6 % 3 1 .6 % 3 4 .6 % 3 8 .1 % 3 6 .8 % 3 9 .4 %

3 . 6 % 1 . 3 % 1 3 . 0 % 2 . 2 % 2 . 6 % 2 . 9 % 2 . 0 % 2 . 3 % 2 . 7 %

7 1 . 7 % 7 0 .5 % 6 9 .4 % 6 7 .9 % 7 0 .1 % 6 6 . 9 % 6 7 .9 % 6 7 .5 % 6 8 .7 % 6 8 .3 %

2 4 . 9 % 2 5 . 9 % 2 7 .4 % 2 9 .0 % 2 9 .5 % 3 2 . 6 % 3 1 .6 % 3 2 .2 % 3 1 . 0 % 3 1 .4 %

8 9 6 1 .0 8 2 1 2 .0 8 9 9 3 .0 8 9 7 7 .0 9 4 7 3 .0 9 2 7 9 .0 1 0 7 3 0 1 2 5 3 4

7 9 7 6 .0 8 7 2 8 .0 9 1 9 0 .0 9 6 8 2 .0 1 0 0 6 9  .  1 0 6 3 3 1 2 2 4 6 1 4 7 0 5

4 . 5 % 4 . 5 % 5 . 4 % 4 . 7 % 5 . 8 % 6 . 3 % 5 . 9 % 6 . 0 % 5 . 7 % 5 . 7 %

6.9% 10.9% 8.0% 12.5% . 12.5% 12.8% 13.0% 12.9% 13.2%
6 . 4 % 7 . 2 % 1 1 .7 % 8 . 5 % 1 2 .5 % 1 2 . 6 % 1 2 .9 % 1 3 .1 % 1 3 . 0 % 1 3 . 3 %

6 . 4 % 5 . 1 % 8 . 4 % 4 . 1 % 6 . 9 % 5 . 6 % 5 . 0 % 5 . 2 % 5 . 0 % 5 . 2 %

1 0 % 3 5 % 5 4 % 4 6 % 6 2 %

2 0 1 4 . .
% R e l $ a s 1 . 9 B U S I N E S S :  C M S  E n e r g y  C o r p o r a t i o n  m s  a  h o l d i n g  c o m p a n y  f o r

A»g.1i1ausiu»1uv1t1KwH) N M F 5 g 2 2 C o n s u m e r s  E n e r g y  w h i c h  s u p p l i e s  e l e c t r i c i t y  a n d  g a s  t o  l o w e r

Avg .l rMstRe vs. (¢) Mi c h i g a n  ( e x c l u d i n g  D e t r o i t ) .  H a s  1 . 8  mi l l i o n  e l e c t r i c . 1 . 7  mi l l i o n  g a s

P¢aL ia11s11 i fme
i m i a t o a i  A m i
%Cl\ar\ge&i;hn»sy41\dl +.1 +.6 down: residential 43%. commercial 34% industrial 16% other

FMCM com; 2a2 278 288 lm

10 Yrs. 5 yrs . E=§d1;9g 15 Ort the elec tr ic  s ide Consumers  Energy is
Revenues 2.0% 2.5% nil s e e k i n g  a  t a r i f f  i n c r e a s e  o f  $ 2 2 5  m i l l i o n
"Cash Flow 4.0% 3.0% 7.0%
gg3"r"d~gg8$ 13.0% 181282 l 0 . 7 % .  A t  t h e  s t a r t  o f  S e p t e m b e r  t h e  u t i l i
BookValue 40% 6.0% T y  s e l f i m p l e m e n t e d  a  S  1 7 0  m i l l i o n  h i k e

c  l . . .mg ,  Mar. 31 J un. 30 s 30 086.31 T o r y  l a w .  T h e  s t a f f  o f  t h e  M i c h i g a n  P u b l i c

2013 1979 1406 1445 1736 6566.
2014 .
2015 2111 1350 1486 1509 6456. The  MP S  C s  o r der  i s  due  in  la t e  Febr uar y .
2016 1801 1371 1550 6200 O n  t h e  g a s  s i d e  C o n s u m e r s  E n e r g y  f i l e d
2017 1950 1000 6400 for a n  i n c r e a s e  o f  $ 9 0  m i l l i o n  b a s e d  o n  a

utility
Cal 30 Dec.31 i m p l e m e n t  a  r a i s e  a t  t h e  b e g i n n i n g  o f  F e b -

46 37 166 r u a r y  w i t h  t h e  M P S C s  d e c i s i o n  d u e  i n
. . 1.74 l a t e  J u l y .  R a t e  c a s e s  a r e  g o i n g  t o  b e  p u t

.73 .25 1.89 f o r t h  r e g u l a r l y  i n  t h e  c o m i n g  y e a r s  m a i n

.5g .45 .50 1 . 9 5  L y  t o  p l a c e  n e w  c a p i t a l  i n v e s t m e n t  i n  t h e
.75 .35 .60 2.15 r a te  b a s e .

Cal
.30 Dec.31

r e n t  q u a r t e r  C M S  e x p e c t s  t o  r e c o r d  a n
.255 .255 .255 .255 1.02 u n d i s c l o s e d  c h a r g e  f o r  a n  e a r l y  r e t i r e m e n t

program. Management will exclude this
from its typically narrow earnings guid

.31 .31 .31 once of $1.99$2.02 a share but we will in
(A) Diluted EPS. Exd. nor rec. gains (losses): 10 (8¢); 11 1¢ 12 3¢. 13 EPS dont add In 15: $6.64/sh. (D) In mill. (E)

10 3¢; 11 12¢ 12 (14¢) grains (losses) on Oct. (B) Divds historically paid late Feb. May. com. eq. in 15: 10.a%; earned on avg com.
disc. ops; 05 7¢ 06 3¢; 0 (40¢); 09 8¢; Aug.8.Nov.lDivd reinvestment plan avail. eq. 15:13.7%. Regulatory Climate: vefage.
*  2 0 1 6  V a l l e  L i n e  l o c .  A l l  p o w  r e s e r v e d .  F a c t u a l  ma t e d i s  o b ta i n e d  l o o m so u r ce s  b e l i e ve d  to  b e  r e l i a b l e  a n d  i s .  p r o v i d e d  v i i h o u l  w a r r a r l l e s  a l  a r i l . kind .

. . pT H E PU BL I SH ER I S N OT  R ES N SIBL E F OR AN Y ER R OR S OR  OMISSION S H ER EIN  T h e  u N l c a l l o n l s  s l n c l t y l a  s u b s c n b e fs o w n  n o n c o mi n e i c l a l l r l e t l i a l  u s e 0  a n
Of I ma y b e  te p fo d u ce d  r e so ld  sto r e d  o r  tr a n smi tte d  i n  a n y p n r le ti  e le d tu n u co to lh e t l o o mo fu se ¢ lJIo f g cn e fa l i n g o fma lkcl i n g  a n y p mlcd  0 |e kcu o mc p l i ca ti o n  se r vl ce o vp imiu ct.
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19.3 6.4
46.7 15.7
60.3 76.0

AnnITotal
Price Gain Recur

High 80 (+5% 5%
Low 65 15% 1%
Insider Decisions
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to8uy 10 a 810 8 810 a 80ll11°1\S 2110290200
\0 Se|l 0 0 0 0 0 0 0 0 0
Institutional Decisions

m a n s 10N16 202016
loBby 2 9 9 3 6 8 3 7 5
!0 Se|I 2 8 7 2 1 5 2 6 5
DM  0 0 0  1 5 2 7 4 9  1 6 3 5 6 3  1 6 7 5 1 6

1 yr.
3 yr.
5 y1.
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Husain2005 2006 2012  2013  2014 2017aamrimauwzannnmn

l - - l . § l i l l

45.69

6.24

3.47

2.38

49.62

5.99

3.36

2.34

39.35

7.a0

3.95

z e e

43.75

9.25

4.50

3.00

'n1 :u v
l

39.65

5.44

3.13

2.22

5.68

27.68

43.51

5.12

2.83

2.24

5.72

28.44

40.35 Revenues per sh
8.30 Cash Flow" per sh
4.15 Eamings perch A
276 Divd DecId perch a l

ap I pending per sh
Bock Value per sh c

3 06 0 0ume
I

a a m w mlissxlmxzlizra1lzz-31 309.00

16.0

1.00

4.2%

12000

1190

44.48 45.41

5.51 5.70

2.74 3.21

2.18 2.20

4.5 5.20

25.81 26.71

212.15

12. 12.0 13.3 14.3 18.2
.78 .61 .73 .82 .96

6.6% s.7% 5.3% 5.5% 5.3%

CAPITAL STRUCTURE asof 6/30/16
Total Deb! $15201 mill. Due in 5 Yrs $2710 mill.
LT Debt $13747 mm. LT Interest $625 mill.
(LT interest earned: 3.7x)

Leases Uncapitalized Annual refllals $18 mill.

W
M
M

Pension Assets12/15 $11759 mill.
Oblig $14377 mill.

19914 26939 28436 29827

30100

4450018445

5.0%

25093

6.2%

23863

5.9%

20874

6 2 %

33.6%

1 %

47.9%

5 2 1 %

25058

32209

6.0%

a w .

9 1 %

3.5%

61%

Bold fig s an Avg AnnI PIE Ratio
Vale *"'° Relative PIE Ratio
°"'  res Avg AnnI oivu Yield

Revenues ($mill)
Net Profit $mill
Income Tax Rate
AFUDC '/» to Net Profit
LongTerm Debt Ratio
Common E u Ratio

27525 Total Capital ($miII)
37925 Net Plant Sum
6.0% Recur on TotaI Cap'I
8.5% Return on Shr. Equity
8.5% Recur on Com E up E

Retained to Com Eq
All Divd5 to Net Pro

M 8WW

8 8
i
E

BUSINESS: Consolidated Edison Inc. is a hading company for
Consolidated Edison Company of New York Inc. (CECONY) which
sells electricity gas. and steam in most of New York City and
Westchester County. Also owns Orange and Rockland Utilities
(O&R) which operates in New York OnO New Jersey. Has 3.6 mil

I  .Fixed Cov.1%)
A NNUA L  RA T E S P a st P a st

2.0%
4.5%
3.0%

Cal
endar

Full
Year

rates would

ncfit from amortizations to income of rcgu

and $69 million in 2017 2018 and 2019.
was side

be cut $ million in 2017 but
12000
12350

Full
.

1.16 1 .49 3.93.49
.63

2014

2015

2016

2017

C a b
ender

2013

2014

2015

.79

.28

.60

ConEd made a midstream gas acquisi-

2.46 a 50% interest ($968 million) in Stage

endar

2012
2013
2014

.605

.615

.63

.605

.615

.63

.65

25%
67%

opportunities through three wholly owned subsidiaries. Entered into
midstream gas joint venture 6/16. Purchases most of its power.
Fuel costs: 30% al revenues. 15 reported depredation rates: 3.0%
31%. Has 14.800 employees. Chairman President a CEO: John
McAvoy. Inc.: New Yor1<. Address: 4 Owing Place. New York New
York 10003. Tel.: 2124604600. Internet: www.oonedison.com.

$ 0 . 0 4  t o  s h a r e  n o t  s o  f a r  i n  2 0 1 6 .  C o n E d
a ls o  has  a  12 .5% s take  in  a  p r opos ed  $3 .0
b i l l i o n $ 3 . 5  b i l l i o n  p i p e l i n e  i n  W e s t  V i r
g in ia .  C om plet ion is  expec ted in  la te  2018.
E a r n i n g s  s h o u l d  a d v a n c e  i n  2 0 1 7 .  W e
a s s u m e  t h a t  t h e  r e g u l a t o r y  s e t t l e m e n t  i s
a p p r o ve d  a n d  t h a t  C o n E d  b e n e f i t s  f r o m  a
f u l l y e a r s  w o r t h o f  i t s inves tm ent i n
Stagecoach.
The company has completed the sale
of  its  re tail e lec tric  supply bus iness.
This deal raised $200 million. In the third
quarter ConEd booked an aftertax gain of
$47 million ($0.l5 a share) on the sale
which we excluded from our earnings pres
entation as a nonrecurring item.
W e look f o r a d ividend  hike  in early
2017. This has been the pattern in recent
years. We estimate that the board will
boost the quarterly payout by $0.02 a
share (3.0%) the same increase as in each
of the past two years.
This  highquality s tock has a d ividend
yie ld  a out equal to  the  uti l i ty mean.
W ith the  recent p rice  we ll within our
20192021 Target Price Range total re
turn potential is low.
Paul E. Debbas CFA

.605

.615

.ea

.65

.67

.605

.615

.63

.65

.67 November 18. 2016
A+

100
45
95

Companys Financial Strength
Stocks Price Stability
Price Growth Persistence
Eamings Predictability

To subscribe call 1800-VALUELINE

40.24 47.66 47.14 48.23 46.36 44.17 41.62 42.27 44.11 42.85

4.54 5.27 5.28 5.77 5.86 6.61 7.15 7.45 7.30 7.93

2.32 2.99 2.95 3.48 3.14 3.57 3.86 3.93 3.62 4.05

2.26 2.28 2 3 0 2.32 2.36 2.40 2.42 2.46 2.52 2.60

5.60 6.5 .1 . . 7. . 6.72 7.06

29.09 29.80 31.09 32.58 35.43 36.46 37.93 39.05 40.53

257.46 272.0 73.7 292.89 292.87 292.87

15.1 15.5 13.8 12.3 12.5 13.3 15.1 15.4 14.7 15.9 15.

.80 .84 .73 .74 .83 .85 .95 .98 .83 .84 .79

5.0% 5.0% 4.8% 5.7% 6.0% 5.2% 4.5% 4.1% 4.3% 4.4% 4.1%

12137 13120 13583 13032 12938 12188 12381 12919

749.0 936.0 933.0 868.0 1062.0 1141.0 1157.0 1066.0

3 5 2 % 32.6% 36.0% 34.2% 36.0% 36.1% 34.5% 31.8% 34.0%

1.6% 1.9% 1.7% 2.6% 2.4% 1.6% .5 % .5 % .3 %

50.2% 45.6% 48.3% 48.5% 48.6% 46.5% 45.9% 46.1% 48.0%

48.5% 53.1% 50.6% 50.4% 50.4% 52.5% 54.1% 53.9% 52.0%

16515 16687 19160 20330 21952 21794 21933 22735 24207

22464

mu Stock None 7.0% 5.7% 6.5% 6.4% s.s%
Com m on  S tOCk 304 .414974  $h$ .

as Of 7I29116 9.2% 10.4% 9.5% 8.4% 8.9% 9.2% 9.6% 9.4% 8.5%

M A RK E T  CA P :  $ 2 3  b i l l I o n (L a rg e Ca p ) 2.6% 3.9% 3.1% 2.5% 3.2% 3.1% 3.6% 3.6% 2.6%

EL ECT RIC OPERAT ING ST AT IST ICS 73% 63% e 7 % 71% 65% 66% 62% 62% 69%

%o\angm¢aisa»s(xwHl 201 2011 20118
A 4 . m n ~ » z w [ u w m N A N A N A
A»g.lnrlusLRevs. w N A N A N A
Canau\yatpeak(a: N M F N M F N M F

) 1 4 8 8 3 1 3 5 6 8 1 3 7 2 1
m m L m r w ( N M F N M F N M F . . . . .
%Change Cusnms yum) N A N A N A hon e l ectri c 1 .2  m 1l l »0n gas custom ers. Pursues com petn twe energy

385 see 370 Consol idated Edisons largest ut i l i ty
Esfa 1315 subsidiary has wuacqed a settlement

[cho sh 1 oy . BY . 1921 0 its rate Case. Fl( CF the agl€€ll1€ll[
'»3¢vJ88"§' ) is" is lo .5% electric rates of Consolidated Edison Com
E<=3gF;°w pang' of New York would rise $195 million
Dividengd$ 1:0% 1.5% ill million in and
Book Value 4.0% 3.5% 3.5% million in 2019. CECONY would also bo

m°T31"'5""3%"'§"".3%"6"'""31 oratory liabilities: $84 million $83 million.

2013 respectively. On the the utilitys
1 3443 277 12

952 3417 26033 554 w o u l d  i n c r e a s e  $ 9 2  m i l l i o n  i n  2 0 1 8  a n d
3300 2800 3450 2800 $ 9 0  m i l l i o n  i n  2 0 1 9 .  Am o r t i z a t i o n s  t o  i n

EARN|N PER HA A c om e o f r egu la t o r y l i ab i l i t i es w ou ld
Mar.31 JunGC8) $ 5.3gE0ec.31 Year am oun t  t o  $39  m i l l i on  i n  2017 ,  $37  m i l l i on

i n  2 0 1 8  a n d  $ 3 6  m i l l i o n  i n  2 0 1 9 .  T h e  2 l 1
1.23 1.49 3.62 lowed return on equity would be 9% and
1.26 .74 1.45 4.05 the commonequity ratio would be 48%.

2016 1.05 .78 1.48 .64 3.95 The New York State Public Service Com
2017 1.20 .15 1.55 55 4.15 mission must still rule on the settlement.
Cal QUARTERLY 0IV|0£N1)$ PAIDB1 Full Its order is expected by yearend.

Mar.31 Jun.30 Se .30 Dec.31 Year .
2.42 son earlier this year. The company has

I

2.52 coach Storage and Stagecoach Pipelines
2015 .65 2.60 which serves northern Pennsylvania and
2016 .67 southern New York. This  contributed

(A) Diluted EPS. Excl. nor rec. gains (losses): inks report due midFeb. (B) Divd5 historically most. Rate allowed on com. eq. forCECONY in
02 (11¢) 03 (45¢) 13 (32¢); 14 9¢; 16 paid in midMar. June Sept. and Dec. I Divd 14: 9.2% elec. 9.3% gas&steam O&R in 15:
15¢ gain on discount. operations: 08 $1.01. reinveslmentplan avail 1cl21n¢I. if tang. In1.5: 9.0% earned on avg. com. eq. 15: 9.3%.
14 E Sdontadd duelorounr1|ng.Nexteam $29.74lsh.(D)ln mlll.(E ate base:netong. Regulatory Climate:Below Average.
9 2016 Value Line Inc. AI P19-s resewers. Faclual material is uhlained tram sources beieveii to be refable and is. provided viiham warrarlies al aril. kind.
THE PUBLISHER IS NO! RES NSIBLE FOR ANY ERRORS QR OMISSI0NS HEREIN. l.l.3Jaubtcauon is strictly lot subscriber s own. noncomrncrclal irlernal use. n pan
dhmaybereproducednesol isloreeorl ransrnmedIn any printed dedrumcorolhrnlorntor lot generaungnrmarlteung are pmledorelectromc puhicauun scrviceorprndud.
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19.94
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1.49
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3.71
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1.29

18.57

3.97
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20.54
4.18
2.13
1.30
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5.98
3.20
2.59

W pk l I 1 |'.

25.96
3.70
1.50
1.34
4.

14.96 18.66
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5.71
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13400

3580

1 .4 . 1 . 15. 15.1
1.26 1.07 .66 .87 .80

5.3% 4.1% 4.4% 4.3% 4.0%

CAPITAL STRUCTURE asM 6/30/16
Total Debt $29572 mm. Due in 5 Yrs $12383 mill.
LT Debt $24787 mill. LT lntafost s1046 mill.
(LT interest earned: 3.8x)

% 8

Pension Assets12/15 $6166 mil.
Obllg $6391 mill

Pfd Slodl None

Common Stock 625763030 she.
as Cf 1115116
MARKET CAP: $47 bllllun (Large Cap)

888 8
1

2015
+.7

13433
6.17
NA
NA
NA
+.9

ELECTRIC OPERATING STATISTICS
2013 2014
+2.7 +1 .6

14444 13847
6.00 6.12
NA NA
NA NA
NA NA
+.9 +1 .0
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PsikLod.$u1l11¢f )
n v m w r x u  I
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ANNUAL RATES
d ¢*'@"9° (PAY sh)
Revenues
"Cash FIori/
Eamings
Dividends
Book Value

Past
10 Yrs.

.5%
4.0%
5.5%
6.5%
2.5%

339 266 352

Pas t  Es t d 1315
5 yrs. to 19'21
4.5% .5%
2.5% 9.5%
1.5% 10.0%
7.0% 8.0%
1.5% 6.0%

.

3.09

Virginia Power continues to add ge"
1 5 8

.588mw wasfired facility at an expected
cost of $l. billion.
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Q u c s t a r w h i c h  h a s  a  g a s  u t i l i t y  s e r v i n g
a b o u t a m i l l i o n c u s t o m e r s ( m o s t l y i n
U t a h ) a  g a s  p i p e l i n e  t h a t  D o m i n i o n  w i l l
s e l l  t o  i t s  D o m i n i o n  M i d s t r e a m  P a r t n e r s

0UARTERLYREVENUES($mill.) u n i t  f o r  $ 1 . 7  b i l l i o n  a n d  a n  o p e r a t i o n  t h a t

Mar.31 Jun.30 S .30 Dec.31 Year

3523 2980 3432 3185 13120
3630 2813 3050 2943 12436
3409 2747 2971 2556
2921 2598 3132 2849
3450 2850 3150 2900

EARNINGS PER SHARE A Fol»
Mar.31 Jun.30 .30 DeC.31

.86 .47 1.02 .74
1.03 .60 .95 .46

91 .70 1.00 .ea
.88 .73 1.10 .94

1.10 .80 1.15 .95

QUARTERLY DNIDENDS PAID a l Full
Mar.31 Jun.30 s .30 Dec.31 Year

.5275 .5275 .5275 .5275 2.11

.5625 .5625 .5625 .5625 2.25
.60 .60 .60 .60
.6475 .6475 .6475 .6475
.70 .70 .10

gains (losses): 01 06 2e¢ 07 1¢. 10 26¢ 12 4¢ .13 16¢. 14 avail.  (c) Ind.
& 15 EPS dont add due to rounding. Next egg. mill

a n d i n

if tang.
for split. (E) Rate base:

N ov em ber  18  2016

(D) In Company Flnanclal Strength
Stock's rice Stablllty

A; Dif. egg. Exd. nor rec.
4

B++
100

85
80

1 yr.
3 y1.
5 yr.

. 2 0 1 6  2 0 1 7

16.58 23.61 21.17 27.93 25.24 26.17 25.24 22.73 22.56 18.50 19.15 Revenues perch
4.45 4.91 5.08 5.07 4.82 5.11 5.04 5.24 5.47 6.60 7.30 Cash FlOW" perch
2.41 2.40 2.13 3.04 2.64 2.89 2.76 2.15 3.09 3.65 4.00 Eamlngs perch A
1.29 1.38 1.46 1.58 1.75 1.83 1.97 2.11 2.25 280 3.02 DlvdDedd persh°1
.1 . 8.05 apI pe n  in  p e rch

16.57 16.79 1728 26.30 Book Value perch c
698.00 576.80 621.00 64500

18. 13. 1 .7 14. 17. 1 . 22.1 s wa g : in AvgAnn'IPIE Rat io
.86 1.09 .83 .85 .91 1.09 1.08 1.11 VII Llm Relative PIE Ratio

3.9% 3.3% 3.8% 5.2% 4.4% 4.1% 3.8% 3.7% ° "  " " Avg AnnlDIvdYleld

16482 15674 16290 15131 15197 14379 13093 13120 12436 11683 Revenues ($MIII)
1704.0 1414.0 1181.0 1585.0 1724.0 1603.0 1594.0 1806.0 1793.0 1899.0 Net Profit Sum
35.5% 33.4% 37.1% 33.2% 38.6% 34.6% Income Tax Rate
7.9% 7.3% 4.9% 4.8% 5.9% 5.3% Aruoc°/.io NetProflt

Leases,Uncapitalizod Annual rentals $67 mil. 52.9% 57.8% 59.1% 57.5% 56.3% 59.8% 60.9% 61.9% 65.4% 64.0% LongTerm Debt Ratio
46.2% 41.1% 39.8% 41.5% 42.8% 39.3% 38.2% 37.3% 34.6% 36.0% Com m onE u Ratio

27961 22898 25290 26923 28012 29097 27676 31229 33360 36280 41750 43975 Total Capltal ($mill) 47000

29382 21352 23274 25592 26713 29670 30773 32628 36270 41554 49300 52325 Net Plant Small 59500

7.9% 8.0% 8.7% 7.5% 7.7% 7.0% 7.5% 7.3% 6.6% 6.5% RetumonTotai Cap'l 9.0%

12.9% 14.6% 17.2% 13.9% 14.1% 13.7% 14.7% 15.2% 15.5% 15.0% RetumonShr. Equity 19.0%

13.1% 14.9% 17.5% 14.0% 14.2% 13.9% 14.9% 15.4% 15.4% 15.0% R e tum o nC o m E u E 10.0%

5.0% 8.4% 4.7% 5.3% 4.0% 3.5% 4.2% 3.3% 3.5% Retained to Com Eq
67% 52% 67% ass 71% 77% 73% 79% 73% AIIDivdsto NetPrd

BUSINESS: Dominion Resources. Inc. as a hading company for dental. 4696; commercial 32% inausmaI 7%. other. 15%. Genera
Virginia Power & NorM Carolina Power which serve 2.6 mm. cus ting sources: nuder 30% coal 26% gas. 23%. other. 6%. porch..
tamers in Wginia & ncnheastem North Carolina. Serves 2.3 mm. 15%. Fud costs: 31% d revs. 15 reported dept. rates: 2.3%3.7%.
gas customers in Ohio West Virginia. & Utah. Nonutility ops. ind. Has 14700 employees. Chaimian Pres. 81 CEO: Thomas F. Farrell
independent power production. Owns 70.9% d Dominion Mid li. Inc.:VA.Address: 120 TredegarSt. P.O.Box 26532 Richmond
Stream Partners. Acqd Questar 9/16. Elem. rev. breakdown: resi VA 232616532. Tel.: B04-8192000. Internet: www.dom.oom.

D o m i n i o n R e s o u r c e s 2 0 1 7 .  A l l  o f  t h i s  h e l p s  b o o s t  D o m i n i o n s
a c q u i s i t i o n  o f  Q u e s t a r e a r n i n g  p o w e r .
Dominion paid $4.4 billion in cash for Some nonutility projects are under

construction. roOst notable is the Covc
Point liquefied natural gas terminal. This
is expected to be in service in late 2017 at
a cost of $3.4 billion$3.8 billion. Some

Full pipeline projects arc in various stages of
produces gas for the utility. The companys development. most notably the Atlantic
financing moves included the issuance of Coast Pipeline. Dominion has a 48% stake
$1.3 billion of longterm debt and $1.4 bil in this $4.5 billion$5.0 billion project. ex-

11683 lion of mandatorily convertible debt. The pecked to be in service in late 2018.
11500 dropdown of the gas pipeline will hellp sup- North Carolina Power has reached a
12350 port Dominion Midstreams goal o 22% settlement of its rate case. The agree-

distribution growth without additional as- ment calls for a tariff hike of $34.7 million
Year set acquisitions or equity contributions based on a 9.9% return on equity. A ruling

through mld2018. Our estimates and from the state commission is expected in
3.05 projections now include Questar. December with new rates taking effect at
3.20 the start of 2017.
3.65 eating capacity. In April a We look for a dividend increase in the
4.00 megawatt gasfired plant went on line at a first quarter of 2017. We estimate a

cost of $1.2 billion. The utility is building a raise of $0.22 a share (7.9%) annually.
1 This is in line with Dominions dividend

This is expected to en rowth goal of 8% a year.
tee commercial operation in late 2018. The his stock offers a good dividend

2.40 company also plans to add more than 200 yield and respectable 3- to 5year total
2.59 mw of solar capacity in Virginia and North return potential.

Carolina in the fourth quarter Paul E. Debbas. CFA
In 15: $9.51/sh.

. adj. Na orig. cost.
history. paid in miry adj. Rate alld on com. eq. in 11: 10.9% am. Prisca Growth Persistence

8-Dec.lDhfd rdnvest. plan on avg. com. eq. 15: 15.G%. Reg. Clim.: Avg. Eamings Predlctablllty

To s ubs c ribe c al l  1800-VALUELINE

¢) 03 (5146) 04 (22¢) 06 (18¢) 07
1.67. 08 12¢ 09 (47¢) 10 $2.18 11 (7¢) due early Feb. (8) Div/ds

12 ($1.70). 14 (76¢) losses from disc. ops.: Mar. June. Sept.
e 2016 Value Line Inc.m"resewed. Factual material is obtain iron sauces beiewd lo be reiaue and is pfovi4e4 www warranties al ml, aimil.
THE PUBLISHER as NOT RES NSIQLE FOR ANY ERRORS OR OMISSIONS HEREIN. lIl;:rlncwul is www tot sWscrhers own Ownconmadal iflemal use. o pay
dimaybelepmducedlesnl\1slofedurlransniledhiaiypvileeldecumlcuallmrlolmu Iageneratingosmafletingarypliiledudecuonkpubindnn. saviceofpvodud.
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LINE94.16 190 18.7 $29 '$&"Rl¥»E 0.99 3.3%0. NYSEDTEDTEENERGYC

Raised 8ll9H6 55.3
43.2

90.8
64.8

1004
78.0

54.7
440

92.3
73.2

62.6
52.5

73.3
60.3 |

49.1
41.3

45.3
27.8

Tares Price Rang*
20 9 2020 20 1

High:
Low:
LEGENDS

T M E UNE S S 1

S A F E W 2 Raisefnz/21/12

TECHNICAL 1 Raseasnsns
8£vA .10 (1.00Marueu

4 8 3 4 9 . 2
4 1 .4 3 8 . 8

0.10 x DMdcn<ls sh
divudell b nkl cfesr Rae

0 Relalrve Ce Suengh
: Yes

£28824 area lnukales /recession|

Annl ImaI
Recur

5%
1%

160

120
100
a0

60
50
40

30

20

15

J  J
o  0  0  0  0  0  0  0  0

0  0
1  0

Percent
shares
traded

15
10
5

% rot RETURN 8116
"IS VL ARITN.
SYOCK max
23.2 10.9
54.6 29.8

122.2 84.5

1 yr.
3 yr.
5 yr.
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Hld 000

2 0 0 0

Price Gain
Nigh 100 (+5%
Low 75 20%
Ins ider Dec is ions

n  0  J  F  M  A  H
loBby
Options 00611001
toSs 0 0 0 6 1 0 1
Institutional Decisions

sums 102015 zczois
237 234 249
194 200 205

118180 121527 117383
2 0 0 1 2008 2009 2013 2014 2015 20172007I z m z l
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40.84

6.81

2.55

2.06

54.28

8.48

2.66

2.12

I I|  * . | *z:

39.24

8.59

3.27

2.06

5.25

28.15

48.71

6.98

2.15

2.06

.80

28.48

68.50

13.75

6.25

3.70

13.50

61.00

1a4.00nzxalram liza Iran
z I

Ng

L - i t s

12600

1140

40.30

8.31

3.83

2.06

5.

27.26

167.46

10.3 19.3 11.3

.67 .99 .62 .85

6.1% 5.0% 4.8%

CA P ITA L  S TRUCTURE  a s o f  6 /3 0 /1 6

T ota l  Debt $9683 m i l l .

LT  Debt $9343 m i l l .

Incl. $12 mall. capitalized leases and $780 mall.
Trust Preferred Securities.
(LT interest earned: 3.7x)

W
M

Leases Uncapitallzed Annual rentals $37 mill.
Pension Assets12l15 $3832 mill.

Obllg $4971 mill.
Pfd Stock None
Common Stock 179435004 she.

E

10200

870

26.0%

4.0%

51.0%

49.0%

18625

19650

6.0%

9.5%

9.5%

241o0

25100

6.0%

10.0%

10.0%

4.0%

60%

56.80 59 .85  Revenues pe r sh

10.30 1 1 . 2 5  " Ca sh  Fl a n  p e r sh

4.00 5 . 3 0  E a m i n g s p e r sh  *

3.00 3 .1 6  Di vd  De cId  p e r sh  s l

14. 14.1 o p p e n  i n  p e r  s

50.70 53 .10  Book Va l ue  pe r sh  c

179.50 180.50

Bold HE s an Avg AnnI PIE Ratio
Value Line Relative PIE Ratio
" ' AvgAnnl nivu yew

10800 Revenues ($m i I I)

960  Net Pro f i t  Sm i l l

Income Tax Rate

AFUDC % to Not Profi t

52 .0% LongT erm  Deb t  Ra t i o

4 8 . 0 % Co m m o n  E  u Rat i o

19875 Total  Capi tal  (smal l )

21225 Not Pl ant Sm i l l

6 .0% Return  on  T ota l  CapI

10.0% Return  on Shr. Equ i ty

10 .0% Return  on  Com  E up

Retained to Com Eq
All Divds to Net Prof

2014 2015
es

NA NA
NMF

NA

4,
n,

Nl\1d Load FaciJf( I

% Change Cuslnmefs send)

.#ow Cha

ANNUAL RATES
of derange (Def sh)
Revenues
Cash Flow

Eamings
Dividends
Book Value

I

Cal
endar

2013
2014
2015

2225
2698
2268

2016

13% other. 7%. Generating sources: coal 67%; nuder 17%; gas
1% purchased 15% Fuel costs: 54% of revenues. 15 reported
depress. rates: 3.5% electric 2.6% gas. Has 10000 employees.
Chairman & CEO: Gerard M. Anderson. President 81 COO: Jerry
Norcia. Inc.: ml. Address: One Energy Plaza Detroit MI 48226
1279. Tel.: 3132354000. Internet: www.dteenergy.com.

Ea c h  o f  DT E  Ene r g y s  u t i l i t y  s ub s id i Ohio . which would be a S1  billio n invest
a r ie s  h a s  a  r a t e  c a s e  p e n d in g .  D T E w ent  fo r  DTE thro ugh a  jo int  venture .

This project is expected to go into service
in the fourth quarter of 2017.

ratio of 50%. The utility selfimplemented Our earnings estimates require an ex
planation. Our presentation includes

The staff of the Michigan Public marktomarket accounting items stem
ming from DTEs energytrading operation
because they are an ongoing part of the

business. Those charges re
based on a return of 10.75% on a common duced profits by $0.26 a share in the first
equity ratio of 52%. The u1 ilit plans to half of 2016. This is why our estimate of

K below the companys targeted
range of $4.91$5.19.
T h e  b o a r d  o f  d i r e c t o r s  r a i s e d  t h e  d i v i
d e n d ,  e f f e c t i v e  w i t h  t h e  O c t o b e r  p a y
m e n t .  T h e  i n c r e a s e  w a s  $ 0 . 0 4  a  s h a r e

quarterly. This is in line with
DTEs goal of 5%6% annual dividend
growth the same as the companys target
for yearly profit growth.

is growth from the nonutility side of Still this timely stock has a dividend
DTEs business. The Gas Pipelines and yield that is average for a utility. Like

many utility issues the recent price is
near the upper end of our 20192021 Tar
get Price Range. Accordingly total return
potential is low.
Paul E. Debbas CFA September 16.

B 4 +

100
85
90

Companys Financial Strength
Stocks Price Stability
Price Growdi Persistence
Eamings Predictability

To subsc ribe cal l  1800~VALUELINE

Cov. Yu

Past Past
10 Yrs.

3.0%
35%
4.5%
3.0%
4.0% 4.0%

QUARTERLY REVENUES (S mill.) Full
Mar.31 Jun.30 Se .30 Dec.31 Year

2516
3930
2984 . .

2016 2566 2262 2700 2672 10200 k c  o n  o r $ 4 . 8 0 i s
2017 2900 2300 2800 2800 10800 . .
Cal EARNINGSPERSHARE* Full million

ender Mar.31 Jun.30 Se .30 Dec.31

2013 1.34 .60
2014 1.84 .70 .ah 1.68 5.10
2015 1.53 .61
2016 1.37 .84
2017 1.60 1.00

Cal QUARTERLY DNIDENDS PAID B l
ender Mar.31 Jun.30 S .30 Dec.31 Year

2012 .5875 .5875 .62 2.38 1
2013 .62 .62 .655 .655 2.55
2014 .655 .655
2015 .69 .69
2016 .73 .73

(A) Diluted Eds. Excl. nor rec. gains (losses):

80¢ 11 5188 (388): aims (losses) on paid in midJan. l Divd elem. in 13: 10.5% gas earned on avg. com
isc.ops.: ¢

z 2016 Value Lune he. ~1 P308 reserved. Factual  malena i s obtained from sources bel ieved lo be reiaUe and i s provided wlhuul l  warranties al  a ki nd
THE PUBLISHER IS NOT RES NSIBLE FOR ANY ERRORS OR OMISSIONS HEREIN. imemal uggmg pan
d l may he reproduced resold.

41.76 50.74 50.93 57.23 48.45 50.51 52.57 51.01 54.56 69.50 57.60

6.95 8.14 8.19 8.26 9.38 9.78 9.57 9.77 10.13 11.85 9.44

2.85 3.27 2.45 2.73 3.24 3.74 3.67 3.88 3.76 5.10 4.45

2.06 2.06 2.08 2.12 2.12 2.18 2.32 2.42 2.59 2.69 2.84

.4 5 5.99 7.9 . .4 . .4 .7 1  . 1  . 11. 11.

31.36 32.44 33.02 35.86 36.77 37.96 39.67 41.41 42.78 44.73 47.05 48.88

168.61 174.21 177.81 177.14 163.23 1  9 .43 172.35 177.09 179.47

13.7 16.0 13.B 17.4 1  . 3 14. 1  .4 12. 13.5 14. 17.9 14.9 16.1

.78 .73 .94 .97 .89 .69 .78 .85 .95 1.01 .78 .91

5.3% 5011. 4.6% 4.9% 4.4% 5.2% 6.3% 4 3 % 4.7% 4.2% 3.8% 3.5% 3.5%

. 9022.0 8861.0 9329.0 8014.0 8557.0 8897.0 8791.0 9661.0 12301 10337

Du e l n  sy rs$ 2 2 0 4 m 1 1 1 . 437.0 453.0 445.0 532.0 630.0 624.0 666.0 661.0 905.0 796.0

L T  l n t e ro st M 3 4 m 1 I L 23.9% 25.1% 34.9% 31.6% 32.7% 35.9% 29.8% 27.5% 28.5% 25.6%

5.0% 7.1% 11.2% 2.6% 1.6% 1.6% 3.0% 3.5% 4.1% 4.3%

56.1% 54.4% 56.4% 54.0% 51.3% 50.6% 48.8% 47.7% 50.0% 50.2%

43.9% 45.6% 43.6% 46.0% 48.7% 49.4% 51.2% 52.3% 50.0% 49.8%

13323 12824 13736 13648 13811 14196 14387 15135 16670 17607

11451 11408 12231 12431 12992 13746 14684 15800 16820 18034

5.1% 5.3% 5.0% 5.7% 6.3% 5.9% 6.1% 5.7% 6.6% 5.7%

7.5% 7.7% 7.4% 8.5% 9.4% 8.9% 9.0% 8.3% 10.9% 9.1%

7.5% 7.7% 7.4% 8.5% 9.4% 8.9% 9.0% 8.3% 10.9% 9.1%

M A RK E T CA P :  $ 1 7  b i l l i o n (L a rg e Ca p ) 1 .2% 1.5% 1.1% 2.9% 4.0% 3.4% 3.5% 2.1% 5.2% 3.4%

ELECT RIC OPERAT ING ST AT IST ICS 84% a 0 % 77% 65% 57% 62% 61% 67% 52% 63%

2018 1.7 . BUSINESS: DTE Energy Company Isa hading company for DTE
NA NA NA Electric (formerly Detroit Edison) which supplies electricity in De

Avg.lndlisLRevs. NMF NMF volt and a 7.600squaremile area in southeastern Michigan and
NA NA NA DTE Gas (formerly Michigan Consolidated Gas). Customers: 2.1
NA NA NA mill. electric. 1.3 mill. gas. Has various nonutility operations. Electric
NA NA NA revenue breakdown: residential 45% commercial 35% industrial

271 357 279

5 yrs. 5=E,41;8115 Electric is seeking $344 million. based on
3.0% 2.0% a return of 10.5% on a commonequity
3.0% 4.5%
9882 8232 a $245 million increase at the start of Au

4.5% m us t .
crvicc Commission (MPSC) is proposing a

boost of $189 million based on a 10%
2387 2533 9661. ROE. DTE Cas is requesting $183 million companys
2595 3078 12301

7 1
2598 248 0337 selfimplement a $103 million

after November let. The MPSCs staff is
recommending a raise of $109 .

Year based on a 10% ROE. An order on this
1.13 .69 3.76 case is due by December 17th and a rul

ing on the electric application is due by (5.5%)
1.47 .84 4.45 January 3 lst.
1.49 1.10 4.80 Earnings should advance this year
1.55 1.15 5.30 and next. Rate relief is one factor. Anoth-

Full Er

5675 Storage division is performing better than
. the company had expected earlier this
.655 .6g 2.66 year and some projects are in various
.6g .73 2.80 stages of development. Most significant is
.73 .77 the NEXUS pipeline from Michigan to

(2¢); 07 $1.20 08 13¢. 12 (33¢). Next earn $32.31 lsh. (D) In mill. (E) Rate base: Net orig.
03 (16¢) 05 (2¢); 06 1¢; 07 $1.96 08 inks report due late Oct. (B) Divds historically cost. Rale allowed on com. eq. in 15: 10.3%

A r.Jul and Oct.
(8¢) 05 (20¢) 06 reinvestment plan avail. (8) Incl. if tang. In 15: eq. 15: 9.2%. Regulatory Climate: Average.

n Tl8J>l.lblcatlon is strlcl ly lot subscribers ohm nonconlnercial
sloletiorlransmnledln any printed eledrcmcotoMerlornt ore lot genefatlngofmarkeung any pfnled or electmmc puhicatlmseavlceolproclucl.
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44.7

39.4
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23.1
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32.6
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1 yr.
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35.10

4.35

1 .30

37.25

5.88

2.38

35.26

4.79

1.82

42.75

13.00

5.00

z s

36.41

9.63

4.55

1.31

4 0 2 5

7.60

3.32

1 .18

43.31

8.08

3.68

1 2 3
.|  | I

35.60

10.45

3.95

1.96

11.55

36.75

38.61

8.80

3.78

1.37

1 1 .  5

30.50

3809  1 39.16

8.41 9.03

3.35 3.23

1.27 1.29

1  . 4 1

32.44 30.86

3 7 9 8

7.96

3.24

1.25

1  .

30.20

3 6 3 8

6.99

3.34

1.02

5.7

20.30

a1.ao

3.79

.69

.80

5 .  2

18.57

38.74

7.25

3.28

1 .10

7.7

23.66

4.

13.62

37.45 Revenues perch
10.95 Cash Flow perch
4.15 Eamings perch A
210 Divd Decld per sh B l

13.80 apI pending per sh
36.65 Book Value per sh c

35.96

d.52

4 5 8 4

so

4.57

7.43

325.81 :Et
I :7.0

.40

7.8

.43

13.0

.70

2.6%

NM F

NM F

3.1%

11.7

.62

2.6%

mznzaxnn-i§ai&nl

13900

1775%
M
M

l

45.0%

48.0%

30500

46900

7096

10.5%

11.5%

8.0%
8.0%

44.0%
47.5%

25225

36750
6.5%

10.0%
11.0%

CAPITAL STRUCTURE as of 6130/16
Total Debt $12341 mill. Due in 5 Yrs $2403 mm.
LT Debt $10845 mill. LT Interest $488 mill.
(LT inl8r€$l earned: 3.7x)
Leases, Uncapltalized Annual rentals M42 mill.
Pens. Assets12/15 $3298 mill. Oblig. $4374 mill.
Pfd Stock $2191 mill. Pfd Divd $113 mill.
4.800198 sh. 4.08%4.78% $25 par Cell. $25.50
$28.75lsh. 3.250.000 sh. variable noncom. call.
$100. 1.250.000 sh. 6.5%. wm. $100 liq. value;
350000 sh. 6.25%. s100015Q. value; 460.012 sh.
5.1%5.75% S2500 liq. value.
Common Stock 325811 206 she. as of 7126/16
MARKET CAP: $23 billion (Large Cap)

Alu m (¢)
PeakLoad

ELECTRIC OPERATING STATISTICS
2013 2014

.a +2.1
791 788

8.00 8.86
NA NA

22534 23055
52.1 52.3
+.6 +.6

2015
1 .4
703

9.07
NA

23079
52.2
+.6

.5urmulu)
Arlhdloadfathf( I
wwangeCuxsiumers md)

.

1

a e n c r a l
C a l i f o r n i a Edison

.355 .355

29.21

325.81
16.0 12.4 91 1 . 11. .7 12.7
.85 .75 .65 .66 .74 .62 .71

2.2% 2.7% 4.0% 3.7% 3.4% 3.0% 2.8%

13113 14112 12374 12409 12760 11862 12581
1151.0 1266.0 1115.0 1153.0 1112.0 1594.0 1344.0

31.4% 27.3% 30.7% 33.0% 32.1% 25.7% 14.3% 25.2%
5.1% 8.2% 8.9% 10.5% 16.9% 14.8% 8.5% 7.8%

51.3% 49.1% 51.2% 49.3% 51.8% 55.3% 45.2% 45.7%
43.5% 46.0% 44.5% 46.5% 44.3% 40.6% 46.2% 46.2%
17725 18375 21374 21185 23861 l 24773 20422
15913 17403 18969 21966 24778 2 32116 30273
8.6% 83% 7.4% 6.9% 6.3% 6.0% 8.9% 73%

13.1% 12.3% 12.1% 10.4% 10.0% 10.0% 14.2% 11.5%
14.0% 13.0% 12.8% 103% 10.4% 10.5% 15.9% 12.5%
10.1% 9.2% 8.6% 6.7% 6.5% 6.3% 11.4% 8.1%

31% 33% 35% 41% 40% 43% 32% 40%

BUSINESS: Edison lntemational (formerly SCECorp) is a holding
company for Souther California Edison Company (SCE) whit
supplies electricity lo 4.9 mill. customers in a 50.000sq.mi. area in
central coastal a southern CA (end. Los Angeles & San Diego).
Edison Energy is an energy sirs. co. Disc. Edison Mission Energy
(independent pwra producer) in 12 Elec. rev. breakdown: resi

E d i s o n  I n t e r n a t i o n a l s  u t i l i t y  s u b s i d i
a r y h a s  H l e d r a t e c as e.
S o u t h e r n r e  w e s t e d  i n
c r e a s e s  o f  $ 2 2 2  m i l l i o n ( 2 1 4 )  i n  2 0 1 8
( p l u s  $ 4 8  m i l l i o n  o n  a  o n e t i m e  b a s i s  t o
r ec over  va r ious  de fe r r ed  i t em s ) ;  $533  m i l
l i o n (4.2%) i n 2019: a n d $570 m i l l i o n
( 5 . 2 % )  i n  2 0 2 0 .  S C E  w a n t s  t o  r e p l a c e  o l d
e q u i p m e n t a c c o m m o d a t e  g r o w t h  i n  c u s
t o m e r s  a n d  d e m a n d a n d  m o d e r n i z e  t h e
e lec t r i c  g r i d .  ( T he  u t i l i t y  expec t s  t o  s pend
$ 2 . 3  b i l l i o n  o n  g r i d  m o d e r n i z a t i o n  f r o m e a r n i n g s  s h o u l d  r e b o u n d
2 0 1 6  t h r o u g h  2 0 2 0 .  m o s t l y  b e g i n n i n g  i n
2 0 1 8 . )  N o te  t h a t  t h i s  c a s e  d o e s  n o t  a d d r e s s
t h e  c o s t  o f  c a p i t a l .  S C E  i s  a s k i n g  f o r  a  r u l W e  e x p e c t  a  d i v i d e n d  i n c r e a s e  i n  t h e
i n  b y  t h e  e n d  o f  2 0 1 7 .  E v e n  i f  t h e  C a l i f o r -  f o u r t h  q u a r t e r .  T h i s  h a s  b e e n  t h e  t i m i n g
P i a  P u b l i c  U t i l i t i e s  C o m m i s s i o n  ( C P U C ) o f  d i v i d e n d  h i k e s  i n  r e c e n t  y e a r s .  W e  e s t i
d o e s  n o t  i s s u e  a n  o r d e r  b y  t h e n .  n e w  t a r m a t e  t h a t  t h e  q u a r t e r l y  p a y o u t  w i l l  b e
o f f s  w i l l  b e  r e t r o a c t i v e  t o  t h e  s t a r t  o f  2 0 1 8 . r a i s e d  b y  $ 0 . 0 3 5  a  s h a r e  ( 7 . 3 % ) .  a  v e r y
T h e  u t i l i t y i s  a w a i t i n g  a  d e c i s i o n  f r o m  h e a l t h y  p a c e .  T h e  n e w  d i v i d e n d  w o u l d  b e
t h e  C P U C Y c o n c e r n i n g  t h e  p o s s i b l e  r e p a i d  i n  t h e  f i r s t  p e r i o d  o f  2 0 1 7 .
o p e n i n g  o f  a  r e g u l a t o r y  s e t t l e m e n t  r e - l h i s  s t o c k  h a s  a  d i v i d e n d  y i e l d  t h a t  i s
l a t e d  t o  i t s  c l o s e d  n u c l e a r  p l a n t .  T h e  b e l o w  t h e  u t i l i t y  a v e r a g e .  W i t h  t h e  r e
C P U C s  O f f i c e  o f  R a t e p a y e r  A d v o c a t e s  a n d c e n t  p r i c e  w i t h i n  o u r  2 0 1 9 2 0 2 1  T a r g e t

P r i c e  R a n g e  t o t a l  r e t u r n  p o t e n t i a l  i s  j u s t
t h e  s e t t l e m e n t  b e  r e o p e n e d  d u e t o  e x  p a r t e a v e r a g e  f o r  t h e  g r o u p .  d e s p i t e  s t r o n g  3 -  t o

5 y e a r  d i v i d e n d  g r o w t h  p o t e n t i a l .
P a u l  E .  D e b b a s  C F A O c t o b e r  2 8 2 0 1 6

Fixed Cha Cav. 'In 295 306 247

ANNUAL RATES Past Pas t  Es t d 1315
al range (pa sh) 10 Yrs. 5 yrs. to 1921
Revenues 1.0% .5% 2.0%
"Cash Flow" 5.5% 3.5% 5.0%
Eamings 6.5% 3.5% 3.5%
Dividends 9.5% 4.0% 9.5%
Book Value 6.0% 1.5% 5.5%

Cal QUARTERLY REVENUES (I mill.) Full
ender Mar.31 Jun.30 Se .30 Dec.31 Year

2013 2632 3046 3960 2943 12581
2014 2926 3016 4356 3115 13413
2015 2512 2908 3763 2341 11524
2016 2440 2777 3900 2483 11600
2017 2650 2950 4000 2600 12200

Cal EARNINGS PER SHARE A Full
ender Mar.31 Jun.30 Sep.30 Dec.31 Year

2013 .78 .78 1.41 .81 3.78
2014 .01 1.07 1.51 1.15 4.33
2015 .91 1.15 1.15 .g4 4.15
2016 .82 .85 1.48 .80 3.95
2017 .85 .85 1.60 .05 4.15

Cal QUARTERLY DNIDENDS PAID B l Full

ender Mar.31 Jun.30 Se .30 Dec.31 Year

2012 .325 .325
2013
2014
2015
2016

A
95
50
65

Companys Financial Strength
. due to rounding Next earnings report due ear (E) Rate base: net MY cost. Rate allowed on Stocks Price Stability

13 ($1.12). 15 $1.18 Nov. Div 10.45 . Price Growth Persistence
. Earnings Predictability

To s ubs c ribe c al l  1800V A LUE LINE

41.17 35.37

9 9 6 10.35

4.33 4.15

1.48 1.73

11.99 1  .9 7

33.64 34.89

32581 325.81

13.0 14.8 sou He s on Avg Annl PIE Ratio
.68 .75 V" Llm Relative PE Ratio

2.6% 2.8% " '  " ° ' Avg AnnIDivd Yield

13413 11524 12200 Revenues (smiul
1539.0 1480.0 1490 Net profit Small
22.4% 6.6% Income Tax Rate
5.8% 8.0% AFUDC%t0 Net Profit

44.1% 45.0% LongTerm Debt Ratio
47.2% 46.7% CommonE u Ratio
23216 24352 26950 Total Capital($mlll)
32981 35085 39050 Nat plant $mlll
7.7% 7.1% 6.5% RetumonTotal Capl

11.9% 11.1% 10.0% RetumonShr.Equity
13.0% 12.0% 11.0% RetumonComE up s
8.8% 7.2% Retained to Com Eq
37% 44% AIlDivdsto NetPro1

denial 37%; commercial 44%; industrial 6%. Other 13%. Genera
ting sources: gas. 7%; nuclear 7%: hydro. 1%; purchased 85%.
Fud costs: 37% of revs. 15 reported dept. rate: 3.9%. Has 13700
employ. Chairman: William p. Sullivan. Pres. & CEO: Pedro J. paz
zaro. Inc.: CA. Address: 2244 Walnut Grove Ave. P.O. Box 976
Rosemead CA 91770. Tel; S263022222. Web: www.edison.com.

r e a d y p r o v i d e d c u s t o m e r s r e f u n d s a n d
c r e d i t s  t o t a l i n g  n e a r l y  $ 1 . 5  b i l l i o n  a n d  t h e
p o s s i b i l i t y  o f  a n  a d d i t i o n a l  r e f u n d  c a n n o t
b e  r u l e d  o u t .
W e  f o r e c a s t  a n  e a r n i n g s  r e c o v e r y  i n
2 0 1 7  a f t e r  a  m o d e s t  d e c l i n e  t h i s  y e a r .
D u e  t o  c e r t a i n  c r e d i t s  t h e  l a x  r a t e  i s  l i k e
l y  t o  b e  u n u s u a l l y  l o w  i n  2 0 1 6  b u t  p r o b a
b l y  n o t  a s  l o w  a s  i n  2 0 1 5 .  O u r  e s t i m a t e  i s
n e a r  t h e  u p p e r  e r \ d  o f  t h e  c o m p a n y s  t a r
g e t e d  r a n g e  o f  $ 3 . 8 1 $ 4 . 0 1  a  s h a r e .  N e x t
y e a r b e c aus e
S C E s  i n c o m e  a d v a n c e s  w i t h  g r o w t h  i n  t h e
u t i l i t y s  r a t e  b a s e .

.3375 .3375 an intervenor group are demanding that
14

.4175 .4175 1627 communications between the company and

.48 .48 .48 former CPUC commissioners SCE has al
(A) Diluted EPS. Excl. nor rec. gains (losses : 13 11¢ 14 57¢ 15 11¢. 14 EPS donl add deferred charges. In 15: $23.06/sh. (D) In mill.
02. $1.48: 03 12¢ 04 $2.12.  09 (64 .
1 0  e t 1 1 $ 3 ( 3 . ) I ¢ (9 3 s p a i d  l a te  Ja n . A p r.  Ju l y com ..  eq .  i n  15 : e a rn e d  o n  a vg .  co m .

g a i n s l o ss)  r a m I sc o r .  o p s. : 1 2 $5 .11  . O c t .  I tad  re i nvestm en t  p l an  ava i l .  (C) Incl . e q . 15: 11.9%. Regulatory Clnmatez Average.

c 2015 Value Line Inc. Al  13 reserved. Factual  materi a l  i s obtained (mm sources beloved 10 be rel i able and ms provided wihoul  warrarl i es al  m l m a .
THE PUBLISHER IS NOT RESP NSIBLE FOR ANV ERRORS OR OMISSIONS HEREIN. Tlurubicauon is surctly lot subscriber s own. nonwmmerclad mternd use. o pan
M I may be reproduced resold stored a llansnlled n any printed electronic or other form or us lot generating a marketing are piled or declronuc puhkaUon service or product
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187

41.3
33.8
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37.2

391
31.8
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29.2
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| -

15.40

3.43

1.27

1 8 9 1

2.99

.57

13.70

3 2 1

1.09

Price Gain
High 55 (+25%
Low 40 10%
Insider Dec isions

D J F  M  A M  J J  A m
! 0  B u y  0 0 0 0 0 0 0 0 0
0 V l i 0 l \ $  1 1 2 0 0 5 1 0 0 4 0
t0$eH 0 0 0 0 0 1 0 0 0
Institutional Decisions

402015 102115 202016
8 7 9 5 9 0
5 3 6 8 7 5

39215 39921 38927

2003 L 2004

13.97 14.95

3.00 327
.04 .69

21.01

5.75

2.03

1.17

23.75

7.25

2 7 5

1.65

8.50

30.50

22.74

5.87

2.27

1.11

8.50

24.39

1.7

8.05

2 0 1 6

20.05

6.00

2.25

1.23

7.15

26.10

1.75

9.20

22.15 Revenues perch
6.25 "Cash Flora perch
2.35 Eamlngs perch A
1.29 Dlvd Decld perch B
515 apI pending per sh

27.15 BaokValue perch c
1.

11.23

41.40lirzalixnlnm leneinnnl
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18.3

1.04

10.8

.72

10.6

.6 9
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W W W 17.0

1.05

3.5%

975

115

CAPITAL STRUCTURE as of 6/30/16
Total Deb! $13799 mill. Due in 5 Yrs $229.9 mill.
LT Debt $1278.3 mill. LT Interest $75.2 mm.
(LT interest earned: 2.3x)

845

90.0

36.0%

16.0%W M
Pension A5$el512/15 $260.0 mill.

oblige. $325.7 mill.
pfd Stock None

Common Stock 40520871 she.
as 7/31/16

2875

3250

5 5 %

9.0%

9.0%I
! WWWW

WM
8

2014
1.6

2 0 1 5
+23

NA
1879 20551852

°/. new Sales KWH
8% Use(mwH 1

mm Revs.8ef

m' ZML.)
I

l

sociated with the sale of EPEs stake in a

.

The utility also received a rate hike in

Full
Year

f11
.09 .52 1.40

.55
.05
QUARTERLY DNIDENDS PAID B

.

R e g u l a t o r y  l a g  a f f e c t e d  e a r n i n g s  i n

40.44

16.4 18.3 Bold Hg as an Avg Ann'lPlE Ratio
.86 .92 value U* Relative PIE Ratio

3.0% 3.1% est!  "" Avg Annl oivunelu

917.5 849.9 900 Revenues ($milI)
91.4 81.9 95.0 Net Profit Small

31.0% 29.9% Income Tax Rate
30.8% 27.s% AFUDC%t0 Net Pr0f1t
53.5% 52.7% 54.0% LongTerm Debt Ratio
46.5% 47.3% 46.0% CommonE u Ratio
2118.4 2150.8 2385 Total Capital ($mIII)
2488.4 2695.5 2885 NetPIant Sum

5.7% 5.3% 5.5% Return on To¢aICap'l
9.3% 8.1% 9.0% Return on Shr.Equity
9.3% 8.1% 9.0% Return on ComE u E
4.8% 3.4% 4.0% Retained to Com Eq
49% 57% 54% AIIDiv'dsto Net Prof

able. Mnerating sources: nuclear 47% gas 34%. coal 6%. pur
chased 13%. Fuel costs: 28% of revenues. 15 reported depreci
ation rate: 2.6%. Has about 1000 employees. Chairman: Charles
A. Yamarone. President & CEO: Mary Kipp. Incorporated; Texas.
Address: Stanton Tower 100 North Stanton EI Paso Texas 79901.
Tel.: 9155435711. Intemetz www.epelectric.com.

a s  s e v e r e  a s  w e  h a d  e s t i m a t e d .  O u r  p r e
vious  earnings  forec as t  of  $1.90 a s hare for
t h i s  y e a r  w a s  t o o  p e s s i m i s t i c  g i v e n  t h a t
E P E is s ued gu idanc e o f  $ 2 . 2 0 $ 2 . 5 0 a
s h a r e  w h e n  i t  a n n o u n c e d  s e c o n d q u a r t e r
r e s u l t s  i n  e a r l y  Au g u s t .  Ac c o r d i n g l y  w e
have boos ted  our  2016 es t im ate  by $0 .35  a
s h a r e  t o  $ 2 . 2 5 .  W e  h a v e  r a i s e d  o u r  2 0 1 7
es t im ate by $0.20 a  s hare to  $2.35.
T h e  s e r v i c e  o r c a s  e c o n o m y  i s  i n  g o o d
s hape.  E P E  has  been  add ing  c us tom er s  a t
a  c l i p  o f  m o r e  t h a n  1 %  a n n u a l l y  w h i c h  i s
above  aver age  f o r  t he  indus t r y .  F o r t  B l i s s
a  U. S .  Ar m y  b a s e  h a s  e xp a n d e d  i n  r e c e n t
year s .  The E l  P as o ar ea a ls o  benef i t s  f r om
t r a d e  w i t h  Me x i c o .  Am o n g  p r o j e c t s  i n  d e
ve lopm en t  a r e  a  den t a l  s c hoo l  and  a  l a r ge
s hopping c enter .
T h i s  t i m e s  s t o c k  h a s  a  d i v i d e n d  y i e l d
t h a t  i s  b e l l o w  a v e r a g e  b y  u t i l i t y  s t a n
d a r d s .  T h i s  r e f l e c t s  t h e  c o m p a n y s  g o o d
d i v i d e n d  g r o wth  p r o s p e c ts  o v e r  th e  3  to  5
y e a r  h o r i z o n .  A l th o u g h  we  h a v e  r a i s e d  o u r
s i g h ts  fo r  th e  2 0 1 9 2 0 2 1  p e r i o d  th e  r e c e n t
q u o t a t i o n  i s  s t i l l  w i t h i n  o u r  T a r g e t  P r i c e
R a n g e a n d  t o t a l  r e t u r n  p o t e n t i a l  i s n t
m u c h  b e t te r  th a n  th e  i n d u s t r y  n o r m .
Pa u l  E .  D 1 b b a s .  C F A O c t o b e r  2 8 2 0 1 6

B++
90
70
80

Companys Financial Strength
Stocks Price Stability
Price Growth Persistence
Eamings Predictability

To subsc ribe c all 1800VALUELINE

r e Cov. %

ANNUAL RATES past
d change (par sh)
Revenues 3.5%
Cash Fl0>. 6.5%

Eamings
Dividends
Book Value

Cal QUARTERLY REVENUES (S mill.) Full
ender Mar.31 Jun.30 S

2013 177.3 240.1 190.3
2014 185.5 251.8 283.6 196.6
2015 163.8 219.5
2016 157.8 217.9 290
2017 170 230 195

Cal EARNINGS PER SHARE A
ender Mar.31 Jun.30 Sep.30 Doc.31

2013 19 .72 1.26 .03 2.20
2014 227
2015 2.03
2016
2017

Cal Full
ender

2012 .97
2013 265 .265
2014 .265 .28 .28
2015 .28 .295 295
2016 .295 .81

A) Diluted earnings. End. nonrecurring gains report due early Nov. (B) Initial dividend millions.(E)Rate allowed on common equ8in
losses): 01 (4¢). 03 81¢ 04 4¢; 05 (2¢) declared 4/11 payment dates in late March TX in 12: none Specifled in NM in 15: 9. %.
06 13¢ 10 24¢. to June Sept. and Dec. (C) Ind. deferred .com. eq.. 15: 8.2%. Regulatory
fullyear total due to rounding.
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16.70 17.75 19.43 23.15 18.85 20.61 22.97 21.26 . 22.11

3.05 3.44 3.86 4.16 4.07 5.15 6.05 5.66 5.65

.76 1.27 1.63 1.73 1.50 2.07 2.48 2.26 2.20

.6 6 .97 1.05

2.73 4.63 5.3 5 .  7 5.90 .70 7.18

12.60 14.76 15.47 19.04 19.03 20.57 23.44

4814 46.00 44.88 42.57 40.27

26.7 11.9 10]7 12.6 1 4 5 15.9

1 .42 .72 .68 .79 .92 .89

. . . . . . 2.1% 3.0% 3.0%

816.5 877.4 1038.9 828.0 877.3 918.0 B52.9 890.4

61.4 74.8 77.6 66.9 90.3 103.5 90.8 88.6

29.8% 31.6% 32.8% 33.1% 34.2% 34.1% 33.0%

8.0% 15.9% 20.4% 24.3% 17.6% 22.4% 24.1%

51.5% 49.6% 53.8% 52.7% 51.2% 51.8% 54.8% 51.4%

48.5% 50.4% 46.2% 47.3% 48.8% 48.2% 45.2% 48.6%

1195.8 1321.6 1503.9 1527.7 1660.1 1576.7 1824.5 1943.5

1332.2 1450.6 1595.6 1756.0 1865.8 1947.1 2102.3 2257.5

6.6% 7.1% 6.7% 6.0% 7.0% 8.3% 6.5% 6.1%

10.6% 11.2% 11.2% 9.3% 11.1% 13.6% 11.0% 9.4%

10.6% 11.2% 11.2% 9.3% 11.1% 13.6% 11.0% 9.4%
M ARKET  CAP:  $1 .8  b i l l i on  (M i d  Cap ) 10.6% 10.0% 6.3% 4.9%

ELECT RIC OPERAT ING ST AT IST ICS 26% 43% 47%

2018 BUSINESS: EL Paso Electric Company (EPE) provides electric
21908 21505 21687 service to 405000 customers in an area of approximately 10.000

Avg. (0 NA NA square miles in the Rio Grande valley in western Texas (68% of
1750 1766 1794 revenues) and southern New Mexico (19% of revenues) inducing

NA NA NA EI Paso Texas and Las Cruces New Mexico. Wholesale is 13% of
+1.3 +1.3 +1.4 revenues. Elernricrevenue breakdown by customer class notavail

2a0 251 218 T h e T e x a s r e g u l a t o r s a p p r o v e d E l
Past Esru1315 P a s o  E l e c t r i c  C o m p a n y s  s e t t l e m e n t .

10 Yrs. sys. 101921 T h e  a g r e e m e n t  c a l l s  f o r  a  b a s e  r a t e  i n
1.0% 1.5% crease of $37 million (plus $3.7 million as

o 5.0% 4.0%
12.0.A 4.0% coalfired plant) and an $8.5 million rcduc-
8.0% 7.5% 4.0% lion in annual depreciation both retroac-

tive to January 12th. The retroactive por
.30 Dec.31 Year son of the decision will be reflected in

282.7 8904 EPEs results in the second half of 2016.
1

289] 176.9 New Mexico this year. Effective at the
179.3 845 start of July. tariffs were raised by $1.1

305 900 million based ort a 9.48% return on equity.
M o r e  r a t e  a p p l i c a t i o n s  a r e  c o m i n g .
T h e  a fo r e m e n t i o n e d  c a s e s  we r e  p u t  f o r t h
i n  p a r t  t o  p l a c e  t h e  f i r s t  t w o  u n i t s  o f  a

.75 1.30 .10 fo u r u n i t  g a s f i r e d  s ta t i o n  i n  th e  r a te  b a s e .
.02 The last two units are now in service. In

0.14 1.70 14 2.25 the first quarter of 2017 EPE wi l l  f i le
65 1.50 .15 235 petitions in Texas and New Mexico. New

t a r i f f s  a r e  expec ted  to  t ake  e f fec t  in  Texas
M31.31 Jun.30 5 .30 Dec.31 Year i n  t h e  t h i r d  q u a r t e r  o f  2 0 1 7  a n d  i n  N e w
.22 .25 .25 .25 Mexic o  in  t he  f i r s t  quar te r  o f  2018 .

25 .265 1.05
.28 1.11 2015 and early 2016. There will still be

.295 1.17 some regulatory lag in the second half of
31 2016 and in 2017 but it probably wont be

I

14 earnings dont add earned on avg
Next earnings charges. In 15: $115.1 mill $2.85lsh. (D) In Climate: Tx verge; NM Below Average.

e 2016 Value Lune he. obtained
N Ih3..1\ubHcation is strictly lot subsclihefs own. noncomnemal

resolmstotedoluansnl lednanypnrl led eiecuonncosothel lorm ore for genevallngolmarlelmgarrypmledctdedronuc pubicauonsen\ceofpfoduc1.
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Percent
shares
traded

30
20
10
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STOCK
25.4
42.1
520

Vl laTH.
1ocx
10.9
29.a
84.5

1 yr.
3 yr.
5 yr.

AnnITotal
Price Gain Return

High 105 (*30°/o 11%
L 0w 70 10% 2%
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om-is 010161410 1 310 0
!0 SeH 0 0 1 5 0 0 4 0 0
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3.69
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1.22

43.59

6.41

3.08

1.28
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:
:ma

67.00

19.00

6.25

4.00

16.25

64.00

179.00

14.0

.90

4.5%

12000

1140

38.5%

8.0%5.5% 5.8% 5.6% 7.4% 7.4% 8.9% 11.9% 10.1%

l
8.0% 7.9% 7.5% 7.6% 7.7% 8.5% 6.4% 5.4%

WM
88
W

2015

5.55
24504

6.00
24367

5.77
23802
21581

MARKET CAP: $14 billion (Large Cap)

ELECTRIC OPERATING STATISTICS
2014

'/.Change new Sales KWH)
Avg. ruusa WWI

v s )

w
Annal Load Fm( I
% cry Cusuzmas yrerd)

I

ANNUAL RATES Past Past

E n e r g y ' s  s e c o n d q u a r t e r  e a r n i n g s  r e -
l a n a t i o n .1  1 e x .

Estd 3 5 1é'a share included $2.01 a

2 0 1 7

64.54 60.90 62.00 Revenues perch

16.95 "Cash Flor" perch
5.35 Eamingspersh A

3.32 3.42 3.52 Dlv'd DecI'd per sh B I t
1 .7 as' pending perch

Book Value per sh c

179.00 common hs utst'g

Bold fin s o n Avg AnnIP lE Ratio

.68 .63 Valu Line Relative PIE Ratio

e s t  " " Avg Annl Div'd Yield
10900 11100 Revenues (small)

1285 985 NetPro1n $miII

14.5% 38.5% Income Tax Rats

9.3% 7.4% 7.0% 10.0% AFUDC°/l10 Net Profit

LongTemu Debt Ratio
CommonE u Ratio
Trial Capital ($miII) 25400

29675 Net plant $mill 33900

6.0% 6.0% RetumonTotal CapI 6.0%
Recur on Shr. Equity 9.5%
RetumonComE u E 10.0%

4.4% 3.5% Retained to Com Eq 3.5%
66% All DivdsloNet Pro! 65%

dustrial 26%: other 9%. Generating sources: gas 35% nuder
31%: coal 7%; purchased 27%. Fuel costs: 33% of revenues. 15
reported depreciation rate: 2.9%. Has 13600 employees. Chairman
& CEO: Leo Denault. Incorporated: Delaware. Address: 639 Loyola
Avenue P.O. Box 61000 New Orleans Louisiana 70161. Tele
phone: 5045764000. lntanet: www.entergy.oom.

o p p o r t u n i t i e s  t o  e n h a n c e  g r o w t h  b y  i n ve s t
i n g  i n  i t s  e l e c t r i c  s y s t e m  s u c h  a s  a  p r o j e c t
t o  i n s t a l l  a d va n c e d  m e t e r s  b e g i n n i n g  t h i s

1.5%
2.0%
3.0%
3.0%

4

1

35% 3.5%

QUARTERLY REVENUES (5 mill.)
Mar.31 Jun.30 Se .30

2609 2738 3352 2692

Full
Year

11391

2920 11513
10900
11100

C a b
ondar

2013

2014

2015

2016

2017
level. Al

2713 3371 2509
3300 2527

2500 3300 2600

EARNINGS PER SHARE A
o

Full
Year

L o w  p o w e r  p r i c e s  c o n t i n u e  t o  a f f e c t
E n t e r s y ' s  n o n r e g u l a t e d  o p e r a t i o n s .
Th i s  c a n  b e  s e e n  i n  t h e  c o m p a r l y s  r e d u c e d

i n  r e c e n t  y e a r s c o m p a r e d
w i t h  t h e  2 0 0 8 2 0 1 2  p e r i o d .  A s  a  r e s u l t
E n e r g y  h a s  s h u t  ( o r  a n n o u n c e d  p l a n s  t o
c l o s e )  s o m e  o f  i t s  n o n u t i l i t y  n u c l e a r  p l a n t s .

u n i t i n  u p s t a t e  N o w
Y o r k  w a s  o n e  o f  t h e m .  b u t  E n e r g y  h a s
f o u n d  a  b u y e r  t h a t  h a s  a g r e e d  t o  p a y  $ 1 1 0

l e a s t  E n e r g y  s h o u l d  m i l l i o n .  T h e  c o I r l p a n i e s  h o p e  t o  g e t  a p
e w  Y o r k  c o m m i s s i o n  b y

which

1l
l
l

ll

.
Fu l l
Year

QUARTERLY DNIDENDS PAID B I t

Mar.31 Ju n .3 0  S i
l

.83 .83 .83 .83 3.32

W e  l o o k  f o r  a  d i v i d e n d  h i k e  a t  t h e
P r o s p e c t s  a t  t h e  u t i l i t i e s  a r e  g e n e r a l l y  b o a r d  m e e t i n g  i n  t h e  f o u r t h  q u a r t e r .

. r a m W e  e s t i m a t e  t h a t  t h e  d i r e c t o r s  w i l l  b o o s t
a  s h a r e

( 2 / W 8 t h e  s a m e  i n c r e a s e  a s  a  y e a r  e a r l i e r .
o f f e r s  a  d i v i d e n d  y i e l d

t h a t  i s  a  p e r c e n t a g e  p o i n t  a b o v e  t h e
T o t a l  r e t u r n  p o t e n t i a l  t o

i s  a l s o  a  c u t  a b o v e  t h e  i n d u s t r y

C a b
ender

2012

2013

2014

2015

2016

=A)

To s ubs c r i be c a l l  1800V A LUE UNE

46.69 46.61 53.94 59.47 69.15 56.82 64.27 63.67 57.94 60.66 I 69.71

8.33 8.18 10.6g 11.73 12.89 13.29 16.54 17.53 15.98 16.25 17.68 17.71 18.30

3.93 4.40 5.36 5.50 6.20 6.30 6.66 7.55 6.02 4.96 5.77 5.81 7.00

1.89 2.16 2.16 2.58 3.00 3.00 3.24 3.32 3.32 3.32 3.34

. . I 10.29 13.92 12.99 13.33 18.18 15.73

33.78 35.24 38.02 35.71 40.45 40.71 42.07 45.54 47.53 51.73 54.00 51.89

20.73 216.83 202.67 193.12 189.36 178.75 176.36 177.81 178.37 179.24 178.39 179.00

10.1 12.5 11.5 13. 15.1 1 . 14.3 19.3 16.6 12.0 11.6 9.1 11.2 13.2 12.9 12.5

.66 .64 .63 .79 .80 .87 .77 1.02 1.00 .80 .74 .57 .71 .74

4.1% 3.3% 3.2% 1 3.1% 3.2% 3.0% 2.8% 2.4% 2.9% 4.0% 4.2% 4.9% 4.9% 5.1% 4.5% 4.6%

CAPITAL STRUCTURE as Of 6130116 10932 11484 13094 10746 11488 11229 10302 11391 12495

{;»8 '? , f§§3 ;gg °9 . , , "L5 ,;=;;y, ,33 ;31 ;8 ,{" i" 1160.9 1160.0 1240.5 1251.1 1270.3 1367.4 1091.9 904.5 1060.0
I . . .lncI.$716.2 milt ofsecuritization bonds. 27.6% 30.7% 32.7% 33.6% 32.7% 17.3% 13.0% 261% 37.8% 2.2%

(LT interest earned: 2.6x)
LeasesUncapitalizedAnnualrentals $78.3 miII. 51.2% 54.3% 58.2% 55.3% 56.3% 52.2% 55.8% 55.1% 54.9% 57.6%
Pension ASSetS12/15$4707.4 mill. 46.7% 43.9% 40.2% 43.1% 42.1% 46.4% 42.9% 43.6% 43.8% 40.8%
Pfd sr°¢ks3182miu Pfd »iv%"331$f°"11" mm. 17539 17902 19795 19985 20166 19324 21432 22109 22642 22714 23125
6115105 sh. 4.32%8.25%$100Par;1000000 19438 20974 22429 23389 23846 25609 27299 27882 28723 27824

Sh. 8.95%. 250000 Sh. 8.75%. all wilhoul sinking
fund. 13.6% 14.2% 15.0% 14.0% 14.4% 14.8% 11.5% 9.1% 10.3% 11.1%

Common Stock 178982.069shs. as 0f 7129116 13.8% 14.4% 15.3% 14.3% 14.7% 15.0% 11.6% 9.2% 10.4% 11.2%

8.3% 8.0% 8.1% 7.6% 7.6% 8.4% 5.2% 3.0% 4.8%
41% 46% 48% 48% 49% 45% 56% 68% 58% 58%

2017 +2.9 +1.13 BUSINESS: Energy Corporation supplies electricity to 2.9 minion
910 951 g57 customers through subsidiaries in Arkansas.Louisiana.mississippi

Avg.lntustRev;£: Texas and New Orleans (regulated separately from Louisiana).
M ( 20412 20472 Distributes gas to 201000 customers in Louisiana. Has a nonutility

e2 65 61 subsidiary that owns six nuder units (one no longer operating).
+.8 4.6 +1 .0 Electric revenue breakdown: residential 38%; commercial 27%: in

F w Cov.'/» 245 309 223 .
q u i r e a n T h e c o m p a n y s

1 sh 10¥ . 5Y . 1 1021 p r o f i t  o f  a s .
°Revenu0;e l 13% 18% o nil share from a favorable resolution of url year.
Cash Few 8.0% 4.0% certain income tax positions. This is the

Eamings 3.0% 3.0% . . . .Dividends 6.0% 1.s% second straight year in which Energy has
Book Value benefited from positive tax items. as is evi

d e n t  i n  t h e  t a x  r a t e  s h o w n  i n  t h e  s t a t i s t i p r o f i t a b i l i t y
Dec.31 c a l  a r r a y .  T h e  c o m p a n y s  e a r n i n g s  g u i d

a n c e  f o r  2 0 1 6  i s  n o w  $ 6 . 6 0 $ 7 . 4 0  a  s h a r e
a n d  o u r  r e v i s e d  e s t i m a t e  o f  $ 7 . 0 0  ( u p  f r o m

3209 2997 3458 2831 12495 the previous $5.10) is within this range. The FitzPatrick
2610 2463 Assuming no unusual tax items in 2017
2700 earnings will likely regress to a more

Cal typical .
ender Mar.31 Jun.30 Se .30 Dec.31 benefit from better operations at the In- proval from the
2013 90 92 2.31 go 4.96 Dian Point nuclear plant next (year November.

had ZH]  ex t ended 0U 1E \ g( ' .

2015 1.65 .83 1.90 1.43 5.81 . .
2016 1.28 3.16 1.50 1.05 7.00 g o o d . E n e r g y IS  b e n e f i t i n g r a t e
2011 1.35 1.15 1.50 1.25 5 . 3 5  h i k e s  a s s o c i a t e d  w i t h  t h e  p u r c h a s e  i n  e a r t h c u a r t c r l y  p a y o u t .  b y  $ 0 . 0 2

L y  2 0 1 6  o f  a  1 9 4 8 m e g a w a t t  g a s f i r e d  g e n -
.30 Dec.31 c r a t i n g  p l a n t .  T h e  c o m p a n y  a l s o  r e c e i v e d  a  E n e r g y  s t o c k

t a r i f f  h i k e  i n  A r k a n s a s  i n  F e b r u a r y  a n d
83 83 83 83 332 has filed for additional rate relief through uti l ity mean.
.83 .83 .83 .83 3.32 the states new formula rate plan. Energy 2019 021
.83 .83 .83 .85 3.34 has similar rate plans in Louisiana and average.
.85 .85 .85 M i s s i s s i p p i a s  w e l l .  T h e  u t i l i t y  h a s  o t h e r P a u l  E . D e b b a s C191 S e p t e m b e r 1 6 .  2 0 1 6

Diluted EPS. Excl. nonrecurring gains in. Next earnings report due early Nov. (B) dead charges.In15:$34.48/sh.(D)ln miII.(E) Companys Financial Strength B+*
losses): 01 15¢ 02. ($1.04) 03 3¢ rel. Divds historically paid in early Mar. June. Rate base: Netoriginalc0st.A1lowedreturnon Stocks Price Stability 95
05 $21¢3 12 ($1.26) 13 ($1.14); 14 (56¢J. SepL8»Dec.lDivd reinvestment plan avaiI.1 eq. (blended: 10% earned on avg. com. eq. Price Growth Persistence 15
15 S6. g). 14 EPS dent add due to run Shareholder investment plan avail. (C) Incl. 15: 10.1%. regulatory Climate: Average. Earnings Predictability 70

e 2016 Vallie Line Inc. AI 9" reserved. Factual material is uhiained Fran sources believed to be retable and is. provided without warranties 01 ant Lind.
THE PUBLISHER IS NOT RESP NSIBLE FOR ANY ERRORS OR OMISSIONS HEREIN. The;l>ubicauon is suiclly lot subscriber s own noncommercial irlemal use. 0 part
dimayherepfnducednesoldsluvedorhansmouedIn any pllnledelearcn\c010lhellufm0lus 101 genetalmg or maMeung any pnilcdof clearoruc pubkalmn save or product.
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shares
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38.4
68.4

10.9
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84.5
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2 %

Insider Decisions
N D J F u A M J J

W e 0 0 0 0 0 0 0 0 0
aw 0 2 0 013 0 0 2 0
ws 0 0 0 0 7 0 0 0 0
Institutional Decisions

m m s 1oao1s s u m
1 1 3 1 5 6 1 8 9
1 1 7 114 1 1 9
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1 yr.
3 yr.
5 yr.
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18.02

4.63

2.05

1.66

2361

4.70

1.59

1.66

26.91

4.40

2.04

1.66

31.04

4.69

2.27

1.66

33.13

4.75

2.46

1.66

16.66

4.01

1.57

.94

2 0 1 6

17.40

4.20

1.35

1.06

16.21

3.98

1.37

1.00

19.75

6.00

z o o

1.30
Y. s. : :Y.I . s I

16.05 Revenues per sh
4.85 "Cash FIo4v" per sh
1.75 Eamings perch A
1.12 Dlvd Dedd perch 81

op pen In per

Book Value per sh c
H v1ixnlisnlizmlezxa

'a . |

M
3267.1
159.2

27.0% 30.7% 34.5% 25.0% 31.7% 32.1% 34.0% 37.0%

2 0 %

7029.1

6081.3
3.5% 5.3% 5.0% 5.0% 5.0%7.5%

9.9%

3066.2
7.9%

9.2%

3.9%

4.8%

7575

9075

w s

7.5%

7.5%88
2014

supply deciridty to 851.000 wslnmers in western Missouri (71% of
NA

Strategic Energy (energyrnarketing subsidiary) in 08. Electric reve

:.<:ze'.~:'r***;~)
& % 8'38< 8¥ (¢)

PdLoid.SIlm1uliII)
MIIHLMFOCUI NA

+.7
NA
+.9

NA
+.9

Um
ANNUAL RATES Pas! Past ESfd'13'15

2.5%Cash Flow

542.2 600.3 538.8
552.2
562.7

.

.1 7 . 9 3 1 1 1.62

Cal
endar

2013
2014

.4 1

.3 4

.2 8

.2 0

.30 Dec.31 Year

.23
2012
2013
2014

.8 6

.8 8

.94

.2175

.23

.2125

.2175

.23

.2125

.2175
.23

Bcldllg s - kg Ann'IP Ratio

.87 .91 V" 'J "° RelativePIE Ratio
" ' ' ° ' AvgAnn'IDIvd yum

2568.2 2800 Revenues($miII)
270  Ne tPro f l t  Sm a l l

32.3% 36.7°/» 37.0% Income T ax Rate

2.0% AFUDc%tonetproflt
47.5% 47.0% LongTerm MM Ratio
52.0% 525% CommonE u Ratio

7113.1 7440.6 7110 7260 TotaICapnaI($mlll)
8910 9015 Net plant Smit!

4.7% 42% RotumonTotal Capl

Rot um on Shi. Equity
5.8% RetumonComE u E
1 z s RatainodtoCom Eq

64% AIIDivdsto NetPrcl

other 12%. Generating sources: was 63% nuder 13% wind.
1%: gas & dl 1%. purchased 22%. Fud costs: 24% of revenues.
15 reported degree rate (utility): 3.0%. Has 2900 employees.
Chairman President & CEO: Terry Bassham. Inc.: Missouri. Aa
dress: 1200 Main SL Kansas City Missouri 64105. Ta.: 816556
2200. Intemec .grea1plainsenergy.oom.

is also incurring mergerrelated costs. We
include these in our presentation but will
exclude Westar while the deal is pending.
The takeover would likely be neutral to

1.5% 7.0% profits in 2017 and accretive in 2018.
5.5% 3.0% Two  rate  c as es  are  pend ing  in Mis
4.5% 2.0% Plains Greater Missouri Op

erations filed for a tariff hike of $59.3 mil-
Year lion (8.2%). based on a return of 9.9% on a

common-equity ratio of 54.8%. An order is
expected in late 2016. Kansas City Power

oratory Commission. The companies believe Light is seeking an increase of $90.1
600 million (l0.8%). based on a return of 9.9%

on a common-equity ratio of 49.9%. A rul
Full in is expected at the end of May.
Year that approval is  nccded-- We expect a dividend increase at the

board  meeting  in the  f ourth quarte r.
1.57 est. Whether this would delay or derail the We estimate a raise of $0.05 a share

.15 1.37 (4.8%) in the annual payout. The compa
nys goal is growth of 5%7% annually.

40 1.05 .15 1.75 The pending takeover has made earn T his  s to c k has  no t  r is e n muc h this
year. This is in contrast to the stellar per
formance of most utilities possibly due to

concern about whether Great
into in Plains is paying too much for Westar. The

is above t e utility mean but 3 to 5
Eretax

Great loins Pau] E. Debbas CFA September 16 2016

lowed on com.
15: 93%.

losses): 01 (s2.01) 02 15¢2: 03 29¢. 04
I .09

. in MO in 15: 9.5% in KS in
com. eq. 15: 5.8%.

95
20
75

Companys Flnanoial Strength
Stocks Price Stability
Price Growth Persistence
Eamlngs Predictability

To s ubs 0nbe c al l  1-800VALUELINE

2007 2008 2009
34.85 33.30 37.89 14.00 14.51 16.62 17.03 15.05 1 5 %

4.54 3.86 4.24 3.09 3 2 7 4.12 3.51 0.45 4.01

2.1a 1.62 1.86 1.16 1.03 1.53 1.25 1.35 1.62

1.66 1.66 1.66 1.66 .8 3 .83 .84 .8 6 .80

. . . .1 . . 4. .

14.88 16.37 16.70 18.18 20.62 21.74 21.75 22.50

74.37 74.74 153.87
1 .4 15.9 11.1 1 2 12.6 1 .0 1 . 1 . .5 1 . 1 .1 15.5 14.2 16.5 1 .4
.81 .81 .61 .70 .67 .75 .99 .87 1.23 1.07 .77 .go .80

6.5% 6.6% 7.3% 6.0% 5.4% 5.5% 5.6% 5.5% 7.0% 5.0% 4.5% 4.1% 3.8% 3.6% 3.8%

CAPITAL STRUCTURE esdBl30l18 2675.3 1670.1 1965.0 2255.5 2318.0 2309.9 2446.3
Total Debt$4334.2 mill.Due ln 5Yrs $1724.6 mill. 127.6 119.5 135.6 211.7 174.4 199.9 250.2 242.8
LT om $a495.0 mill. LT Interest 5174.4 mill.
LT :  . 4l interesleamed 2 x) a.4% 10.5% 46.8% 57.0% 25.7% 0.9% 10.4% 12.0% 4.5%

Leases, Uncapltalked Annual rmtals $12.3 mm. 30.6% 40.7% 49.7% 53.2% 50.2% 47.8% 44.9% 50.0% 49.0% 50.3%
Pension ASSetS12/15 $723.9 mill. 67.5% 57.9% 49.6% 46.2% 49.2% 51.6% 54.4% 49.4% 50.4% 49.1%

obl ige $11548 man. 1988.4 2709.a 514s.2 0044.5 5867.6 5741.2 6135.8
Pfd SoodK $39.0 mi l l . Pfd  Dl vd $1 .6  m i l l .390.000 shs.3.80%to 4.50%(all$100 par& 3444.5 6651.1 6892.3 7053.5 7402.1 7746.4 8279.6 8662.4

cum.) callable from $101 to s103.70.
Common s1°¢k 1547e21sa she. 4.6% 7.2% 5.8% 5.9% 7.1% 6.7% 5.8%
lse/17/31/16 9.4% 10.1% 4.6% 4.0% 7.3% 5.8% 5.9% 72% 6.7%
MARKET CAP: $4.3 bllllon (Mid Cap) NM; 2.0% 2.7% 6%

£LEcTRlc OPeRAnNG STATISTICS NMF 66% 60% 73%

2018. +.4 2 1 8 BUSINESS: Great Plains Energy lncoiporated is a holding compa
1424 1455 1450 ny for Kansas City Power a Light and two other subsidiaries which
6.80 6.79 6.96
NA g o revenues) and eastern Kansas (29%1. Acquired Aquila woe. sou

%0ws= n ) hue breakdown: residential 40%; commercial 39%: industrial 9%:

Fm cw. as 267 261 254 T h e r e  i s  c o n t r o v e r s y  r e g a r d i n g t h e
p r o p o s e d  a c q u i s i t i o n  o f e s t e r n e r

°fd1ange(pe¢5h) 10 Yrs. 5 yrs. 101w21 g t b y G r e a t P l a i n s E n e r g y . Gr e a t
Revenues 7.0% 1.5% 3.5% aim s  has  agr eed to  pay $8 .6  b i l l i on  ( 85%

. i n  c a s h 1 5 %  i n  s t o c k )  f o r  W e s t a r  w h i c h
gg,T;e"g8s 4.0% 4.0% 83% ow ns  e lec t r i c  u t i l i t i es  in  K ans as  and w ou ld
Book value 2.5% be  a  good  f i t .  T he  c om pany  w ou ld  f i nanc e s ou r s .  Gr ea t
Cal QUARTERLyREv£nu§$(;m|||.l Fun i t  w i t h  a n  e v e n  s p l i t  o f c u t  a n d  e q u i t y .

ender Mar.31 Jun.30 5 .30 Dec.31 T h e  c o m b i n a t i o n  r e q u i r e s  t h e  a p p r o va l  o f
2013 7650 24463 e a c h  c o m p a n ys  s h a r e h o l d e r s  t h e  K a n s a s
2014 585.1 648.4 782.5 2568.2 c om m is s ion.  and the Feder a l  E ner gy R egu

2015 549.1 609.0 781.4 2502.2 &
2016 572.1 670.8 857.1 2700 the t r ans ac t ion  does  not  need the  appr ova l
2017 525 575 875 525 2a00 i n  Ml s s o u r l b u t  t h e  c o m m i s s i o n s  s t a f f

EAR||||¢G5 pER5|{AREA a n d  t h e  s t a t e s  O f f i c e  o f  P u b l i c  C o u n s e l

u .31 J .30 s  .30 Dec .31 ar c  s uggc s t in
ar un . and that  the c ereal  is  not  in  the publ ic  in ter

.15 .95 .12 . . . .
2015 .12 .oz acquisition is unknown. The companies ex
2015 .17 .88 .10 1.35 pact it to close in the spring of 2017.
2017 .15 .
cu QuAR[ERLy|}|y|D5nD$pA|Dn1 pull inks more unpredictable. Great Plains

ender Mar.31 Jun.30 is booking marktomarket accounting
2125 2175 gains or charges associated with intcrest investor
. . rate swaps the company entered

.245 connection with financing for the Westar yield
2015 .245 .245 .245 .2625 1.00 deal. These led to a $77 million year total return potential is just modest.
2016 .2625 .2625 .2625 charge in the second quarter.

A)Dilu1ed eamings.Exd.nonrec.gains donladd duels rounding.Nexteamingsreport (D)ln mm.(E)Ra1e base:Fairvalue.Rate al B+
due early Nov. (B) Divds hislolically paid in 8

1 128. gain (losses) on disc. ops.: 03 midMar. June Sept. & Dec. I Divd reinvest ham on avg.
1 ) 041 ¢ 05 (3¢) 08 35¢. 14 earnings plan avail. (C) Ind. inland. In 15: $7.44lsh. Regulatory Climate: MO.BelcwAvg. KS. Avg.

c 2015 V Lhe. he. Al 9§ resumed. FadW M is Qhlziled lam sauces believed lo be feiahk W is pmvlded we wanamies al 1H14.
THE PUBLISHER IS not RESp NSIBLE FOR ANY ERRORS OR OMISSIONS HEREIN. is www for slhwhds WI". numamucW Moral . pM
dlmW  1ep1udmM.reW wW muamMednqpned.eMmuumerl0m.u lmgenu amNai1gwwMue|admcpuhkaliunsewtempvndun.
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High: 547
43.1

328
20.9

35.1
21.9

70.5
55.4

37.8
300

457
38.2

42]
33.9

83.4
65.0

701
50.2

§ § j § Q Q - _ -Dtyidgfglg; Sh
divided b nzl cl c Rate
Relalwe e Strength

nmEunEss 3 u»¢le¢aI5:16
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BETA .75 (1.00Matk8¢)

32.1 40.2
Low: 26.2 290
LEGENDS

0.83 l

et .. : v
3139¢3. indatales iecessibn| 01

Tar et Price Ran e
2089 2020 2031

120
100
a0
64

48

u.

Annl Total
Recur

5%
4% ..

__
WW M M

-§¢a mlu §nm i ¢ -ml 32
24
20
16

12

a

m1m1
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15
10
5

Percent
shares
traded

%T OT . RET URN 9 /16
YNIS VLARITH.

sm c x w a x
24.4 17.1
77.1 23.7

141.5 108.1

1 yr
3 y"
5 yr.8:35911
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2004 2005 2006 2007 2008

Price Gain
Hlgh 80 (+5%
Low 55 25%
Insider Dec isions

D J F M A M J J A
loBe 0 0 0 0 0 0 0 0 0
O d o r s  0 0 1 0 9 0 0 0 0 0
K05011 1 1 3 2 1 2 2 1 3
Institutional Decisions

IQN15 i w i s zazwns
9 7 1 4 2 1 3 1

101 8 3 9 3
39221 38326 38314

2003 20172015znnzilmmmna
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1 imlaimazxiinaninanzlannain Ami
26.50

8.00

4.50

2.70

24.43

4.08

1.63

1.06

27.10

5.63

3.50

1 8 6

150.10

5.63

3.35

1.86

24.80

6.05

3.90

2 0 0

20.00

4.12

1.90

1.20

20.41

3.50

.96

1.10

20.15

3.07

1.75

1.20

1 z :*:4.

23.88

2 5 2 3

6.70

3.87

1.92

5.

40.88

25.51

6.58

3.85

1.76

5.45

38.85

25.20 Revenues per sh
7.10 Cash Flow per sh
4.05 Eamings perch A
124 Divd Decld per sh B I T

ap pen in per s
Book Value per sh c

v| . 50.75lmilzzzllrza. ..1
1  . 7

.89

4.1%

14.7

.17

3.1%

21.82

37 . 1

1 . 11.4 1 .5 15.5
.71 .58 1.03 1.51 .82

4.9% 4.9% 6.0% 6.7% 4.1%

CAPITAL STRUCTURE as of 6/30/16
Total Debt $1770.1 mill. Due in 5 Yrs $356.0 mill.
LT Debl $1745.2 mill. LT Interest $81 .2 mill.
(LT interest earned: 3.5x) M M

12.4

.79

3.3%

1080.7

1 6 8 3

13.4%

20.3%

45.5%

54.5%

Pension ASSetS12/15$559.6 mill.
Oblig. $835.5 mill.

Pfd Stock None

M M
M

Common Stock 50402.872 she.
as of 7122/16

6.0%

9.0%

9.0%

16.2

.82

3.1%

1270.3

194.7

19.0%

16.3%

45.6%

54.4%

3783.3

3992.4

6.2%

9.5%

9.5%

4.8%

50%

Bold ng s an Avg Annl PIE Ratio
Val U"' Relative PIE Ratio
e s t  "" Avg Annl niwu weld

1275 Revenues ($m i l l )

2 0 5  Ne t  P ro st  Sm i l l

Income Tax Rate

AFUDC % to Net Profi t

LongT erm  Debt Rat i o

Com m on E up Ra t i o

41a5 Total  Capl tal  ($ml II)

4280 Net Pl an t Sm i l l

6 .0% Retu rn  on  T o ta l  Cap l

9 .0% Return  on Shr.  Equ i ty

9 .0% Rot um  on  Com  E u E

Retained to Com Eq
All Divds to Net Prof

47.0%

53.0%

4750

4675

6.0%

9.0%

9.0%

3.5%

60%

8.0%

13.8%

45.3%

54.7%

3567.6

3833.5

6.6%

9.9%

9.9%

5.4%

4 6 %

2 0 1 5

NA NA NA

Relaisales KWH)

MARKET CAP: $3.8 bllllon (Mid Cap)

ELECTRIC OPERATING STATISTICS
2013

*
Avg Mud . . w e

uuusm  M 33 WHO)
capasvw Peak(
Peak LoadSlmnef )
AmudLoadFam( I

hmmm we)

Esta 1315

6.0% 3.5%

Past
10 Yrs.

2.0%
5.5%
9.5%
2.5%
5.0%

Fwd Cha Cay. %)

ANNUAL RATES
01 change (per sh)
Revenues
"Cash Flow/
Eamings
Dividends
Book Value

.

W e fo r e c a s t s t r o n g e r
i n  2 0 1 7 . Id a h o  P o w e r ID A

1270.3
1250
1275

C a b
ender

2013

2014

2015

2016

2017

. Year

.

i
I
I

I

ligation 13% other 9%. Generating sources: hydro 36%; coal
28% gas 13% purchased 23%. Fuel costs: 34% of revenues. 15
reported depreciation rate: 27%. Has 2000 employees. Chairman:
Robert A. Tinstrnan. President a CEO: Darren T. Anderson. In
corporated: Idaho. Address: 1221 w. Idaho St.. Boise. Idaho
83702. Telephone: 2083882200. Internet: www.idacorpinc.com.

Id a ho  P o w e r  b e ne f i t s  f r o m  a  r e gu la
t o ry  m e c han is m  t o  s t a b il iz e  it s  e a rn-
ings . Thro ugh 2019 the  ut ilit y  may  use
up to  $25  m illio n a year o f accumulated
deferred income tax credits to  boost profits
if  its  earned return o n equity  fa lls  be lo w
9.5%. The company expects to book $1 mil
lio n o f  this  inco me in 201G . This  m ight
change. but is no t likely to  exceed $5 mil
lion this year.
A s  w e  h a d  e x p e c t e d t h e  b o a r d  o f
d i r e c to r s  r a i s e d  th e  d i v i d e n d .  T h e  i n
c rease  was  $0 .04  a  sha re  (7 .8%) qua rte r ly
p a ya b le  in  N o ve m b e r .  ID AC O R P p la n s  to
r a i s e  th e  d i s b u r s e m e n t a t  l e a s t  5 % a n
n u a l l y  u n ti l  th e  p a yo u t r a ti o  r e a c h e s  th e
uppe r end  o f the  co rnpanys  ta rge ted  range
o f 5 0 %6 0 %.  W e  p r o j e c t th i s  w i l l  h a p p e n
by the  end o f the  decade.
T h e  d i v i d e n d  y i e l d  o f  th i s  e q u i ty  i s  b e
l o w  t h e  m e a n  f o r  t h e  e l e c t r i c  u t i l i t y
in d u s tr y.  Th is  va lu a tio n  i s  a  r e fle c tio n  o f
I T C O R P s supe r io r d ivid e n d g ro w th
p ro s p e c ts .  Ho we ve r  w i th  th e  re c e n t q u o ta
tio n  n e a r  th e  u p p e r  e n d  o f o u r  2 0 1 9 2 0 2 1
Ta r g e t P r i c e  Ra n g e  to ta l  r e tu r n  p o te n tia l
is  neg lig ib le .
Pa u l  E. De b b a s  CF A Octobe r 28  2016

A
95
90
90

Companys Financial Strength
Stocks Price Stability
Price Growth Persistence
Earnings Predlctabllity

To subsc ribe c all 1800VALUELINE

QUARTERLY REVENUES($ mill.) Full
Mar.31 Jun.30 S Year

264.9 303.9 381.1 296.2 1246.2
292.7 317.8
279.4 336.3 369.2 285.4
281.0 315.4 285
290 320 290

Cal EARNINGS PER SHARE A
ender .30 Dec.31

2013
2014 .55 .go t ha t e nde d o n  J u n e  3 0 t h t he  c u s t o me r

2015 .47 1.31
2016 .51 1.12 1.67 .60
2017 .61 .97 4.05

Cal QUARTERLY DNIDENDS PAID a 'T Full
ender Mar.31 Jun.30 Dec.31 Year

2012 .33 .33 .33 .38
2013 .38 .38 .38 .43 1.51
2014 .43 .43
2015 .41 .47
2016 .51 .51 .55

(A) Diluted Eds. Excl. nonrecurring gains Cally paid in late Feb.. May. Aug. eq. in 11:

14 earnings dont add due to rounding. Next vestment plan avail. C) Incl. In 15: 9.7%. Regulatory Climate: Above Average.
earnings report due midFeb. (B) Divds histori $26.16lsh. Net
:  2016  Va l ue  Um e he .  A l l  g r"  resewed. Factua l  m ate f i d  i s tram sources beieveui  l o be relabh and i s puwided wi thout warranti es d a kind.
YHE PUBLISHER IS NOT RESP SIBLE FOR ANY ERRORS OR OMISSIONS HEREIN. . nancumercial ntemal I/$€.NXI0 pan
a I may be repm4uce4 resort service or product.

21.23 19.51 20.47 21.92 20.97 20.55 21.55 24.81

4.56 4 1 1 4.27 5.07 5.35 5.84 5.93 6.29

2.35 1.86 2.18 2.64 2.95 3.36 3.37 3.54

1.20 1.20 1.20 1.20 1.20 1.20 1.37 1.57

. . . .1 . .1 . .  5 .7 4. .

23.15 23.01 22.54 25.77 26.7g 27.76 29.17 31.01 33.19 35.07 36.84

4  .  3 4  .4 1

15.1 1  . 13. 10. 11.8 11.5 13.4

.82 .g7 .84 .68 .75 .72 .75

3.4% 3.5% 4.0% 4.5% 3.4% 3.1% 3.2%

906.3 879.4 960.4 1049.0 1036.0 1026.8 1246.2

100.1 82.3 98.4 124.4 142.5 166.9 182.4

13.3% 14.3% 16.3% 15.2% 28.3%

4.0% 9.7% 10.2% 10.5% 12.3%

45.2% 48.9% 47.6% 50.2% 49.3% 45.6% 46.6%

54.8% 51.1% 52.4% 49.8% 50.7% 54.4% 53.4%

2052.8 2364.2 2485.9 2807.1 3020.4 3045.2 3465.9

2419.1 2616.6 2758.2 2917.0 3161.4 3406.6 3665.0

6.2% 4.7% 5.3% 5.7% 6.0% 6.8% 6.5% 6.4%

8.9% 6.8% 7.6% 8 9 % 9.3% 10.1% 9.6% 9.9%

8.9% 6.8% 7.6% 8.9% 9.3% 10.1% 9.6% 9.9%

4.3% 2.4% 3.4% 4.8% 5.5% 5.7% 5.6%

51% 64% 55% 46% 41% 4 1 % 4 3 %

+ 3 . 8 + 1 . 2 B US INE S S :  IDA CORP  In c.  i s a  h o l d i n g  co m p a n y f a  I d a h o  P o we r

. N A N A N A Com pany a  regu l a ted  e l ect ri c u t i l i t y tha t  se rves 530000  custom ers

As. 5 .2 1 5 . 6 8 5 . 7 0 th ro u g h o u t  a  2 4 .0 0 0 sq u a re m i l e  a re a  i n  so u l h e m  Id a h o  a n d  e a st

3407 3184 3402 am Oregon(population: 1 million). Most of the company/srevalua
NA NA NA are derived from the Idaho portion of its service area. Revenue

mum; +1.5 +1.4 +1.8 breakdown: residential 40%; commercial 24% industrial 14% ir

329 287 307 We estimate that IDACORPs earnings
Past will rise only slightly this year. As we
5 yrs. !01e21 had expected profits declined in the June
3.5% 1.0% quarter. Thc yeartoycar comparison was
80% 30% difficult because the company recorded a
810% 7.5% $7.4 million tax benefit in the same period
6.0% 40% of 2015. Our earning s estimate of $3.90 a

share is within IDA8ORPs targeted range
.30 De€.31 of $3.80$3.95. Note that the company was

scheduled to report thirdquartcr results
shortly after this I€PO[I went [O PI0ss.

. . bottomline
368.6 g r o w t h
375 O R P s  u t i l i ty  s u b s i d i a r y i s  b e n e fi t i n g

Fun from the service areas healthy economy.
Mar.31 Jun.30 5 This is reflected in the utilitys strong cus

.70 .g3 1.46 .55 3.64 tamer growth For the l2month period
1.7 . .
1.48 count advanced 1.8%. This is roughly twice

3.90 the industry average. Kilowatthour sales
1.90 57 arent rising as fast as customer additions

d u e  to  th e  e ffe c ts  o f e n e rg y e ffic ie n c y b u t
.30 a r e  l i k e l y  to  e x c e e d  1 %.  S u c h  a  f i g u r e

1 37 might not seem impressive but many util
. ities wish they were experiencing volume

.43 .47 1.75 growth at this level. Putting it all togeth

.47 .51 1.92 Er we look for earnings to climb 4% next

.51 year to $4.05 a share.
and Nov. l orilnaI cost. Rate allowed on com.

(loss): 00 22¢; 03 26¢ 05 (24¢); 06 17¢. Dwd rernvestmentplan avail. t Shareholderln 10 (imputed) earned on avg. com eq. 15:
intern isles.

(D) In mlions. (E) Ragte base:
obtained

N Thgrubl icaion is strictly for subscriber s cm
storedcrl ransnl ledi Ii azy pi led. dedrunccorolherlormoru lurgenerarngormarkclng any pnniedordedranrc pubicabon.
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44.8

48.0
36.5

40.5
33.4

37.4
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31.9
24.7

48.0
35.7

29.1
21.4

24.3
18.6

24.8
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TIMEUNESS 1 Ra!sEd 8I19l16
sArETte 1 New!/3/03
TECHNICAL 2 Rai$edl!29l16
BETA .70 l1.00.man\eq

1  1

High: 25.8 24.7
Lo w: 20.3 19.5
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Target Price Range
2019 2020 20 1

120
100
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Annl mal
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24
20
16

12
l

J  J
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6
4
2

Percent
shares
traded

% TOT RETURN ans
HIS v i  An i l

sm cx Unix
46.3 10.9
71.4 29.8

125g 84.5

1 yr
3 yr.
5 yr.

B238
Hut 000

Price Gain
High 55 %Nil
Low 45 2  %
Ins ider Dec is ions

N D J F  M  A  u
lnBuy 1
opuam 0  0  0
(05011 0  0  0
Ins t i tut ional Dec is ions

402915 mms 2azo1s
61 77 19
49 51 51

12113 12557 12637
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20.85

5.15

3.25

1.40

16.55

3.55

2.30

1.20

15.36

2.76

1.67

.99

17.35

2.68

1.59

.96

15.76

2.94

1.16

1.01

15.40

2.66

1.47

.97

13.17

2.22

113

.89

13.89

1.92

1.18

.91

14.59

1.96

1.14

.90

16.13

2.34

1.37

.93

13.00

2.59

1.11

.as

13.03

2.52

1.08

.89

16.73

2.00

1.05

.92

. :Ts:ll .

16.33

2.46

1.51

.94

.1

12.998.04

17.55 Revenues per sh
4.00 "Cash Flow" per sh
145 Eamings per sh A
1.25 Divd Decld par sh e I

apl pending per s
Book Value per sh E

W . : lzmlzw
: I Bold fig s  in

VII Lim
as! m

16.27

3.33

2.06

1.16

2.08

19.92

34.67

20.3

1.03

2.8%

15.61

2.98

1.B6

1.04

2.

16.71

34.67

17.2

1.09

3.2%

1447

34.67

15.1

1.01

4.4%

17.88

3.49

2.32

1.11

2.67

19.02

34.67

17.2

.91

2.8%

2.4

1.19

3.9% 8
580

80.0

14.

.85

4.2%

596.0

52.8

533.8

51.0

15.

.80

4.1%

537.6

48.8

36.3%

17.04

3.28

2.16

1.07

3.43

17.81

34.67

17.0

.96

2.9%

5909

74.9

37.5%

34.67

15.0

.95

4.0%

532.6

57.7

36.9%

541.3

64.4

37.7%

M 6 7

15.8

.99

3.6%

546.4

60.9

37.1%

31.46

15.

.86

4.3%

507.5

42.4

37.9%

7.5
11.7 14.8 16.0 17.5 1 .0
.76 .76 .87 1.00 .95

6.7% 5.5% 5.0% 4.5% 4.3%

CAPITAL STRUCTURE as of 613011 s
Total Debt $389.1 mill. Due in 5 Yrs $117.3 mill.
LT Debt $354.8 mill. LT Interest $20.0 mill
(LT interest earned: 6.7x)

E
WW
8 %Leases Uncapitalized Annual rentals $1.6 mill.

Pension ASSetS12/15 $290.7 mill.
Obligation $332.6 mill.

pfd Stock None

750

115

35.0%

20%

38.0%

62.0%

1450

1650

9.0%

1115

1200

0.0%

DM

564.0

71.3

36.7%

2.0%

36.0%

64.0%

1081.5

1243.4

7.5%

10.3%

10.3%

4.5%

56%

Avg Annl PIE Ratio
Relative PIE Ratio
Avg AnnI Divd Yield

Revenues ($mlIl)
Net Prost Smill
Income Tax Rate
AFUDC % to Net Profit
LongTerm Debt Ratio
Common E up Ratio

1200 Total Capital ($miII)
1325 Net Plant (small)
8.0% Recur on Total Ca I

Recur on Shr. Equity
Recur on Com E u

5.5% Retained to Com Eq
51% All Divds to Net Pro

39.3%

60.7%

1016.9

11602

8.3%

12.1%

12.1%

6.1%

50%

619.9

80.3

37.5%

22%

37.5%

62.5%

1054.7

1208.1

8.5%

12.2%

12.2%

6.4%

48%

7.0%

44%

38.9%

61.1%

859.4

968.0

7.6%

11.0%

11.0%

4.4%

60%

35.2%

64.8%

660.1

844.0

8.1%

11.4%

11.4%

4.3%

62%

39.0%

61.0%

822.7

939.8

6.9%

10.2%

10.2%

3.4%

66%

38.7%

61.3%

612.6

728.4

7.8%

11.3%

11.3%

3.7%

67%

38.2%

61.8%

937.9

1073.5

7.9%

11.1%

11.1%

4.9%

56%

36.3%

63.7%

750.6

901.2

71%

11.0%

11.0%

4.4%

60%

39.6%

60.4%

911.9

995.6

7.8%

11.1%

11.1%

4.7%

57%

M M
%Change neo Sam Kwng

hdusl U$€(\IWH
must Revs. i

2015
0.3

2484
8.17
NA
783
NA
NA

Common Stock 34668370 she.
as of 1/31/16
MARKET CAP: $1.9 billion (Mid Cap)

ELECTRIC OPERATING STATISTICS
2013 2014

0.8 0.5
2502 2463
7.94 7.78
NA NA
783 783
NA NA
NA NA

Avg.

Avg.. a : (¢l
1p¢a

peak Surf¢rM)
Arial Loan Facbfl I
'l» Change Qaslnmas avg)

BUSINESS: MGE Energy Inc. is a holding company for Madison
Gas Ana Electric which provides electric service to approximately
146000 customers in a 316squaremile area of Dane County and
gas service to 152.000 customers in 1.682 square miles in seven
counties in Wisconsin Electric revenue breakdown 15: residential
33% commercial 53% industrial 5% public authorities and other

a
m o n t h s ,

S h a r e s  o f  M G E  E n e r g y  h a v e  t r a d e d  i n
f a i r l y  n a r r o w  r a n g e  i n  r e c e n t

fo l l o wi n g a  n i c e  a d v a n c e  i n
t h e  f i r s t  h a l f  o f  3 . . .  y e a r .  T h e  c o m p a n y

results for the second

was
.

Full
Years .30 Dec.31

i n
135.1 145.7 619.9

QUARTERLY R
Mar.31 Jun.30

167.2 128.3
210.3 128.8
170.1 122.1
147.5 121.6
160 130

580
615

Full
Year

160 150.9

165 160

PER SHARE A

s the coming quarters. We have pared our

elly but have increased our bottomline
call b a dime. to $2.30.
T h e h a r d  o f  d i r e c t o r s  h a s  i n c r e a s e d
t h e  d i v i d e n d  b y  a b o u t  4 % .  S t a r l i n g  w i t h

.

Full
Year

IDENDS PAID B I
s .30 Dec.31

growth will likely continue going forward.
MGE is seeking higher rates. The com

has filed with the Public Service

C a b
ender

2013

2014

2015

2016

2017

C a n
ender

2013

2014

2015

2016

2017

C a b
ender

2012

2013

2014

2015

2016

EARNINGS
Mar.31 Jun.30

.65 .40

.00 .41

.53 .39

.49 .47

.52 .50

0UARTERLYDN
Mar.31 Jun.30

.2551 .2551

.2634 .2634

.2717 .2717

.2025 .2a25

.2950 .2950

9%. Generating sources 15: goal. 48% purchased power 40%
natural gas and other. 12%. Fuel casts: 24% 01 revenues. 15
reported depreciation rate: 3.6% Has 708 employees. Chairman
President & CEO: Gary J. Wolter. Incorporated: Wisconsin. Ad
dress: 133 South Blair St. Madison Wt 53788. Telephone: 608
2527000. Internet: .mgeenergy.oom.

increase to gas rates for 2017. This would
cover costs associated with the statcs cloc
tric transmission and MGEs natural gas
infrastructure improvements.
Longterm prospects look fairly at
tractive here. The companys utility opcr
ations should continue m benefit from fa
vorable demographics in its service terri
tories. Limited exposure to economically
sensitive industrial customers means
greater stability. Efforts to control operat
ing costs ought to support earnings.
This stock is times . Also. MGE Energy
earns good marks ft Safety Financial
Strength. Price Stability. and Earnings
Predictability. Volatility is below average
here. too. We expect solid bottomline
growth for the company out to 20192021.
However. the shares presently trade at a
pricetoearnings multiple that is well
above their historical average and long
term total return potential appears fair y
limited at this time. The dividend yield is
below average for a utility too. This equity
may interest momentumseeking accounts.
but investors with a long time horizon can
probably find better choices elsewhere.
M lac] Napoli. CFA SepteInb<v 16 2016

Companys Financial Strength A
Stocks Price Stability 95
Price Growth Persistence 70
Eamings Predictability 90

To s ubs c r i be c a l l  1800V A LUE UNE

rued Cov. (Is 676 702 616

A NNU A L R A T ES Pa s t P a s t Es ra  .12 '14
change(persh) 10 Yrs. 5 Yrs. to 1921

Revenues 2.0% .5% 3.5%

amlngs . 7 .  ° .  o r epor ted m ixedD deeds 2.011 2.5% 4.0% . . . .
80 kV3Iu€ 6.0% 5.5% 5.0% quar t e r .  A s l i gh t  i nc r eas e  in  gas  r evenues

REVENUE$($ min) m o r e  t h a n  o f f s e t  b y  a  m o d e s t  d e c l i n e
in electric revenue. and the top line figure
came in just shy of the prioryear result.

140.1 155.3 590.9 Warmer weather resulted greater
1408 1310 5640 residential and commercial use. providing

. . . some support. Moreover operating costs
were somewhat lower. and share earnings
were up over 20% to $0.47. Looking for

.30 Dec.31 ward we expect favorable comparisons in
.70 .41 2.16 ..67 .44 2.32 r e v e n u e  e s t i m a t e  f o r  f u l l y e a r  2 0 1 6  m o d

.82 .32 2.06

.84 .50 2.30

.88 .55 2.45

the September payout the quarterly divi
.2634 .2634 1.04 end is now $03075 per share. Dividend
.2717 .2717 1.07
.2825 .2825 1.11 party
.2950 .2950 1.16 . . . . .
.3075 C o m m i s s i o n  o f  W i s c o n s i n r e q u e s t i n g  a

1 . 7 %  i n c r e a s e  t o  e l e c t r i c  r a t e s  a n d  a  3 . 7 % i n /

(A)Diluted eamings.Nexteamingsreport due millions.adjustedforsplit.(D)Rate allowed on In 2015:s146.s mill..$3.87 pefshare.
early November. (B) Dividends historically pair! common equity in 15: 10.2%: earned on com
in midMarch June. September and Decem mon equity 15: 10.3%. Regulatory Climate:
Ber. I ova. reinvestment plan available. (C) In Above Average. (E) Includes regulatory assets.
= 2 vav.»L 1n¢.A I. ed.F d .aI Ob1ailledlI beli e b e c l n nd pmviddvliho . I k i t .
rHE01l0susH°£RI1; NOT RE$p:8BTEe)R AndéuRRO';8;moR 3M155101l5 1sr..r."a§8aa;..'2 suklly 12. 32.3.. own. :m. . z : : m ; ° . ; m .  p a .
dlmaybereproduced. lesli stored or transmitted in any punlcd. cleclrurncurollu.1 lo1m01u lot genefatlngurmarkeling any prrnedorelecUmnc puNlcaiun senlkeaproducl.
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3.0% LINE21.5(LL'1i2213.1) 1.19NEXTERA ENERGY NYSENEE
60.6
41.5

61.2
49.0

73.8
33.8

72.2
58.6

11088
84.0

112.6
93.7

13200
102.2

89.8
69.8

Target Price Range
20 9 2020 2021
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Low:
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Percent
shares
traded

AnnITotal
Price Gain Return

High 170 (+35% 11%
Low 125 Ni l 4%
Ins ider Dec is ions

J F M
loBby 0  0  0
options 024 0
loses 0  2  4
Ins t itut ional D

401115
479
453

341120

A  u  J  J  A  s
0  0  0  0  0  0
0  2  1 1  1  0
0  2  2  1 1  0
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102015 202015
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Hld too2000 20072001 2013Ana m l

38.75
6.77
3.23
1.50

24.10
5.02
2.31
1.12

20.15
4.94
2.07
1.08

37.47

6.85
327
1.64

30.00
6.18

2.32
1.42

36.88
9.29
4.82
2.20

2009

37.82
815
397
189

l ' I rgt: I 7
l

34.80
10.54
483

2.64
1 .
4147M U M

oEai1lzm31:ma
:

: w e n o w. Bold log. s an
V"79LIne
est ans

407.35
18.9
1.00

2.7%

30.50
15.00

7.25
s o

17.
63.25

50200
20.0
1.25

3.7%

19300
3695

2 0 0 3 2 0 0 4

22.74 26.13 28.27
4.s1 5.36 5.60
2.01 2.45 2.46
1.16 1.20 1.30

. .44 .75 3.75
17.10 17.48 18.91 20.25

351.71 372.24
1 . 12.5 14.2 12.6 13.6
.83 .04 .78 .72 .72

4.1% | 3.9% 4.1% 3.9% 3.9%

CAPITAL STRUCTURE as of 9/sol1s
Total Debt $31677 mill Due in 5 Yrs $14015 mill.
LT Debt $28195 mill. LT Interest $1241 mill.

(LT interest earned: 3.5x) W
M M

W
M

Pension Assets12/15 $3563 mill.
Oblig $2403 mill.

Pfd Stock None

Common Stock 467267977 she.

33.62
8.69
4.56
2.40
.  1

37.90
424.00

14.4
.92

3.6%

14256

1911.0
26.6%

10.8%
59.1%
40.9%

39245
49413
6.2%

11.9%
11.9%

413.62
13.4

.89
3.5%

15643
1615.0
16.8%
7.9%

55.7%
44.3%
29267
36078
6.9%

12.5%
12.5%
ask.
47%

405.40
13.7
.74

3.4%

15710
12810
23.7%
3.8%

49.1%
50.9%
19521
24499
8.0%

12.9%
12.9%
6.9%
46%

15263
1312.0
21.9%
5.7%

51.2%
48.8%
22015
28652
7.5%

12.2%
12.2%
6.1%
50%

15341

2021 .0
22.4%
4.4%

58.2%
41.8%

35753
42490
7.0%

13.5%

13.5%
7.4%
46%

16.
.93

3.3%

15136
2062.0
26.9%
7.0%

57.1%

429%
42009

52720
62%

11.4%
11.4%
5.2%
54%

15317
1957.0
214%
4.4%

55.5%
44.5%
32474
39075
7.4%

13.5%
13.5%
7.8%
42%

I
I

i
I 26073

MARKET CAP: ass bllllon (Large cap)

ELECTRIC OPERATING STATISTICS
2013 2014

+.9 +s.2
296 294

6.51 6.95
26235 27055
21576 22900

NA NA
+1 .a +1 4
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i t sF Energy(
Past PastANNUAL RATES

of mange (Def sh)
Revenues

8.5% 5.0% 4.5%Eamings

utility for nearly
heQUARTERLY REVENUES (S mill.)

Mar.31 Jun.30 Se .30 Dec.31
Full
Year

urea will not include Oncor until after the

Full
Year

s o o n  i s s u e  c o m m o n  s t o c k .  N e x t E r a  i s  a l s o
r a i s i n  f u n d s  b y  s e l l i n g  a s s e t s .
F l o r i d a  P o w e r  &  L i g h t  h a s  r e a c h e d  a
s e t t l e m e n t  o f  i t s  r a t e  c a s e .  T h e  a g r e e

.
Full
Year

i n

QUARTERLY DNIDENDS PAID B I t
Mar.31 Jun.30 S .30 Dec.31

.60 .60 .60 .60

.66 .66 .66 .66 2.64

% T01 RETURN 10/16
H115 vLAR11n.

smcx lumix
1 yr. 28.4 6.4
aye. 65.2 15.7
5 yr. 167.1 70.0

2 0 1 4 2015 2 0 1 6 2 0 1 7 @VALUEUNEPUB.LLC

38.42 37.93 33.60 34.25 Revenues perch
12.10 12.92 11.30 12.90 Cash FlOW" perch
5.60 6.06 4.70 6.05 Eamings perch A
2.90 3.08 3.46 3.92 Divd DecId persh°l1

1 . .1 as pen in perch

44.96 48.97 Book Value perch c
443.00 482008 496.00 common hs utstg

17.3 1 . Avg AnnIpERa1io
.91 .85 Relative PIE Ratio

3.0% 3.0% Avg Ann'IDlvd Yield

17021 17486 16200 17000 Revenues($mill)

2465.0 2752.0 2205 2990 Net Profit Smile
32.3% 30.8% 28.0% Income Tax Rate
3.5% 5.7% 6.0% AFUDC%10 NetProfrt

55.0% 54.2% LongTomi Debt Ratio
45.0% 45.8% CommonE u Ratio
44283 49255 53950 56075 Total Capital($miIl) 61900
55705 61385 67675 71725 Net plant Small 04500
6.9% 6.7% 5.0% 6.5% Return on TotaICapI 7.0%

12.4% 12.2% 8.5% 11.0% Return on $hr.Equity 11.5%
12.4% 12.2% 6.5% 11.0% Return on ComE u E 11.5%

6.1% 2.0% Retained toCom Eq 3.0%
50% 74% AllDlvdsto NetProl 73%

residential 54%; commercial 36% industrial & other 10%. Gener
ating sources: gas 69%; nuclear 22% goal 4% purchased 5%.
Fuel costs: 30% of revs. 15 reported dept. rate (utility): 3.3%. Has
13.800 emdoyees. Chairman: Lewis Hay III. President and CEO:
James L. Robo. Inc.: FL. Address: 700 Universe Blvd. Juno Beach
FI. 33408. Ta.: 561 6944000. Internet: .nexteraenergy.com.

d u a l l y  o f  s o l a r  g e n e r a t i o n .  T h e  s e t t l e m e n t
i s b a s e d o n a 1 0 . 5 5 % r e t u r n o n e q u i t y
w i t h  t h e  a l l o w e d  R O E  i n  a  r a n g e  o f  9 . 6 %
l l . 6 % .  A  r u l i n g  f r o m  t h e  F l o r i d a  c o m m i s
s i o n  i s  e x p e c t e d  s o o n .
Marktomarket accounting gains or
losses affect NextEra's quarterly re
sults. We include these in our presenta
tion because they are ongoing. A negative
swing in these items is likely to produce a
drop in the bottom line this year but since
we assume no gains or losses in our forc
cast profits ought to be much higher in
2017. The companys utility and nonutility
operations are performing well and are

annual dividend growth of
12%14% through 2018. The utility is ben
editing from increases in regulatory capital
employed and the nonutility sector is ben
efiting from additions of renewable energy
projects and natural gas pipelines.
NextEra stock is best suited for inves
tors seeking dividend growth. The divi
dend yield is about a Hal percentage point
below the utility average. Total return
potential to 20192021 is better than that
of most utility issues.
Paul E.Debbas CFA November 18 2016

Cab
ender

2013
2014
2015
2016
2017

Cab
ender

2013
2014
2015
2016
2017

Cab
ender

2012
2013
2014
2015
2016

00. 02 (60¢). 03 5¢ 11 (24¢) 13
ops.: 13

(E) Rate allowed on com. eq. in 13: 9.5%
. com. eq. 15: 12.9%.

A
100

75
65

Companys Financial Strength
Stocks Price Stability
Price Growth Persistence
Eamings Predictability

To s ubs c ribe c al l  1800V A LUE LINE

2008 2012

40.13 36.39

333 333
1.78 2.00

1 .
28.57

394.85 408.92 420.86 416.00
17.9 14.5 10.8 11.5

34? 38 38 463
16410
1639.0
21.5%
6.6%

54.2%
45.8%
25514
32411
7.9%

14.0%
14.0%
7.9%
44%

2418 auslnEss: NextEra Energy Inc. (formerly FPL Group Inc.) is a
2 i 7 holding company for Florida Power & Light Company (FPL). which

6.69 provides electricity ro 4.8 million mstomers in a 27.650sq.mi. area
in eastern a southern Florida. Nex1Era Energy Resources is a non

227N1A7 regulated power generator with nuclear gas. & wind ownership.
+1.4 Has a 79.9% slake in NextEra Energy Partners. Rev. breakdown:

Fixer cw. * 295 334 351 N e x t E r a h a s r e v i s e d
EStd1315 planned acquisrtnon of Oncor. Oncor.

10 vr$. 5 yrs. to1921 owned by a parent that is now in bank
3.0% .5% .5% ruptcy protection distributes electricity to

Cash Flow 1.5% 6.0% 4.0% 3.3 million customers in Texas. Instead of
Dividends 8.0% 8.5% 11.0% being ah 80%hstakhc lim Oncor NcxtEra
Book value 8.5% 7.5% 6.0% wt pure Ase t e w o 0

$12 billion (mostly in cash). deal re-
quires the approval of the bankruptcy

3279 3833 4394 3630 15136 court and the Texas commission. Our fig
3674 4029 4654 4664 17021
4104 4358 4954 4069 17485 deal has been completed probably in the
3835 3817 4805 3743 16200 first half of 2017. However they do reflect
4000 4200 4800 4000 17000 the financing moves NcxtEra is making in

EARNINGSPERSHARE A advance of the closing. The company has
Mar.31 Jun.30 Se .30 0.31 already sold $1.5 bil l ion of equity units supporting
1.00 1.44 1.64 .75 4.83 (mandatorily convertible debt) and w i l l
.98 1.12 1.50 200 5.00

1.45 1.59 1.93 1.10 6.06
1.41 .51 1.62 1.06 4.70
1.50 1.65 1.75 1.15 6.05

Mont calls for the utility to receive a $400
mil l ion tari f f  hike at the start of 2017 a

2.40 $2111 M1¥200 increase at the start oaf
an a mi ion ra ise ml

.725 .725 .725 .725 2.90 when a gasfired power plant begins com

.83 .31 11 3.08 £aJ°l?'r$ie?3"°J,. "PL35"0°*1"'.g'€;'.£3?;"e
(A) Qguged EPS. End. nonrecur. gains (losses): w w ; 1 3 late&laJn. (B) Ddvgs his§>ric§.3lyDpaid In 15: $6.36lsh. (D) In mm. adj. for stock split.

. . . lnm| r . m | unem| et . . m ec . l
1908116. 55¢(9ain on disc. 44¢. 15 Divd reinvestment plan avail. t Shareholder in 11.5%; earned on av

P dontadd uetorounding.Nexteamings vestment plan avaiI.(C)IncI.deferred charges. Regulatory Climate:/gverage.
e 2016 Value Ute Inc. AI 19" resent. Faclud matenid is obtaineti from sources believed to be reliable and is provided without wwanies 01 kind.
THE PUBLISHER IS NOT RESP NSIBLF. FOR ANV ERRORS OR OMISSIONS HEREIN. Th;1x1bicah0n is stnclty lot subsc1il1e¢s own nortH:ummcrdall irlernal useaMo pan
nil may berepruduccdresdmslocedorlransmiledin any p1imeddectronkacdre¢101m.o1us 101 gecreIaiigolmarketirg any prinlMadeclronic publicaliansewiceorprodua



DN'D

YLD

RECENT

PRICE 0.93 3.8%31.90 m 17.5('..2';::::%13)21% VALUE
LINEAGE ENERGY CORP. NYSE0GE

30.1
25.1

23.1
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39.3
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9.8
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Percen t
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traded

1 8
1 2
6
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STUCK
1 5 4

2.9
43.7

VLIIIITIL
IDEX
1 0 9
29.8
84.5

Price Gain
High i s +40%
Low 35 +10%
ins ider Dec is ions

N D J F M A M J J ll
low 0 0 0 0 0 0 0 0 0
On i o n s  0 0 0 0 0 0 0 0 0
toSs 0 0 0 0 0 0 1 0 0
Institutional Decisions

401:15
I  B13581
Hld 000 125371

102015 202816
1 7 7 1 7 8
1 5 0 1 4 2

1 2 7 6 8 8  1 2 9 7 2 5 1 yr.
3 yr
5 yr.

2016 2017
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TIIIIIIIIIIIIIIIIIIIIIIIIHIIIHII||||||||||||||fl||l|||||IIIIIIIIHII||||||||||||||||||||||||||||||||||||IIIIIIIIIIIIIIIIIIII-

imuu|»rmlf1uu»J£1uu=]rmzlaoa-irzmra _ -

l l - "- - - - - -

- a i n l w n l a n l a u u a u n z m n
20.68

2.39

1.32

.68

21.96

2.23

1.23

.67

I175 m

32.83

1.94

.92

.67

1.

7.59

13.00

4.75

2.25

1.65

2.50

19.15
lw
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14.9

.79

4 9 %

o n l i n e :

2600

450

21 .17 20.40 19.26 21 .62 27.37

2.07 1.81 1.87 1.82 1.87

.g 5 .65 .72 .87 .89

.67 .67 .67 .67 .67

1.1 1.4 .4 1.

6.83 6.67 6.27 7.14

157.00
10.6 17.4 14.1 11. 14.1

.69 .89 .77 .67 .74
6.6% 5.9% 6.6% 6.5% 5.3%

CAPITAL STRUCTURE as Of 6/30/16
Total Debt $2914.1 mill. Due in 5 Yrs $1009.9 mill.
LT Debt $2629.7 mill. LT Interest $138.0 mm.
(LT interest earned: 3.0x)

Leases Uncapitalized Annual rentals $7.4 mill.

M
Penslon ASSetS12/15 $581 .7 mill.

Oblig $680.0 mill.
5249.8 5911.6 6464.4 1414.0 6672.83867.5

3025.5

4246.3

8100

8800

I.
I BUSINESS: OGE Energy Corp. is a holding company for Oklaho

ma Gas and Electric Company (OG&E) which supplies eleclridty to
830000 customers in Oklahoma (84% of electric revenues) and
western Arkansas (8%) wholesale is (8%). Owns 26.3% of Enable
Midslream Partners. Eleclnc revenue breakdown: residential 41%:

MARKET CAP: $8.4 bllllon (Large Cap)

ELECTRIC OPERATING STATISTICS
2013 2014

+.7 .7
779 770

5.44 5.13
NA NA

6341 6339
NA NA

2015
2.9
754

5.05
NA

6537
NA

E n e r g y s  u t i l i t y  s u b s i d i a i s
i ngkla

OGE
s t i l l  w a i t i n g  f o r  a  r a t e  o r d e r
homo. Ok lahoma Gas and Electr ic  f i led

3.0%
3.0%

12.30 10.50 1 1 .0 0  Re ve n u e s p e rch

3.23 3.35 3.55 Cash Flwl" perch
198 1.75 1.90 Eamlngspersh A
.95 1.16 1.20 Divd DecId perch Bl

2. 3.45 4.70 apISpending perch
17.25 17.90 Book Value perch c

199.70 200.00

so1dng. s on Avg AnnI PIE Ratio
.96 .89 V""°\ U" Relative PIE Ratio

Avg Annl Divd Yield

2200 Revenues($mill)

385 Net Profit Smill
29.0% 29.0% Income Tax Rate
6.0% 9.0% Aruocesto Netproflt

LongT erm  Debt Rat i o

C o m m o n E  u Rat i o

6090 6675 T otal  Capi taI ($mi l I)

6979.9 7322.4 7690 5295  Ne t  p l an t  $m i l I

7.0% 7.0% Return on TotaICapl
10.0% 10.5% Retumon Shr.Equity
10.0% 10.5% Retumon ComE u E

3.5% Retained to ComEq 3.0%
47% 67% All Dlvdsto NetProt 74%

coal 34% gas. 30%. wind. 5%: purchased 31%. Fud Costs: 39%
01 revenues. 15 reported depreciation rate (utility): 2.9%. Has
2.500 employees. Chairman. President and Chief Executive Officer:
Sean Trauschke. incorporated: Oklahoma. Address; 321 north Har
vey. P.O. Box 321. Oklahoma city Oklahoma 731010321. Tele
phone: 4055533000. Internet: www.oge.com.

million based on a return of 10.25% on a
commonequity ratio of 53% with new lar
iffs expected in July. It also requested the
implementation of  a formula rate plan
(i.e. a mechanism that allows recovery of
certain costs without the need for a gener

.

8 . 5 % 8 . 5 %

QUARTERLY REVENUES($ mil l.) Fu l l

901.4 734.2 723.2 508.9 2867.7

450

C a b
ender

2013

2014

2015

2016

2017

.29
.29.50 .94

W e es t imate  highe r p ro f i ts  in 2016
and 2017. Rate relief should be the key

year. Our 2016 estimate is
within managements targeted range of
$1.72$1.83 a share.
We expect a dividend increase at the
board meeting in late September. This
has been the pattern in recent years. OGE
has stated its expectation of 10% annual
dividend growth through 2019. Our esti
mate of a $0.03a-share hike in the quar
terly payout would provide a growth rate

2014
2015
2016
2017

.
Full
Year

.79

.9 3

1.03

QUARTERLY DNIDENOS PAID 8 I

Maf.31 Jun.30 S

.19625 .19625 .197 .197
.209 .209
.225 .25
.25 .275

Cal
endar

2012
2013
2014

2015 OGE stock is timely, and has some ap
p e al  f o r  inc o me o rie nte d  inve s to rs .
The dividend yield is about a half percent
age point above the utility average and to
Lal return potential to 20192021 is re
spectable and much better than that of
most utility equities.
Paul E. Debbas. CFA

Net original cost. Rate Companls Financial Strength
Stock's rocs stability
Price Growth Persistence
Eamings Predictability

To s ubs c ribe c al l  1800V A LUE LINE
Q 2016 Value Li l l e Inc. l l
THE
d I may be reproduced resokl stored at uansnileti i i my panted.

21.77 1 14.79 19.04 19.96 1 8 5 8 14.45 11.00

2.40 2.69 3.01 3.31 3.69 3.46 3.40

1.25 1.33 1.50 1.73 1.79 1.94 1.69

.70 .71 .73 .76 .80 .85 1.05

. . 4 .  1 4 .  7 4. 6.48 5.85 .74

6 8 7 8.79 10.14 10.52 11.73 13.06 14.00 16.27 16.66

197.60 198.50 199.40 199.70

1 3 ] 13. 12.4 10.8 13.3 14.4 15.2 17.7 18.3 17.7

.74 .73 .75 .72 .85 .90 .97 .99

4.0% 3.8% 4.5% 5.0% 3.7% 3.1% 2 9 % 2.5% 2.6% 3.5%

4005.6 3797.6 4070.7 2869.7 3716.9 3915.9 3671.2 2867.7 2453.1 2196.9

226.1 244.2 231.4 258.3 295.3 342.9 355.0 387.6 395.8 337.6

34.8% 32.3% 30.4% 31.7% 34.9% 30.7% 26.0% 24.9% 30.4% 29.2%

3.8% 1.6% 1.7% 9.1% 5.7% 9.0% 2.7% 2.6% 1.7% 3.7%

45.6% 44.4% 53.3% 50.6% 50.8% 51.6% 50.7% 43.1% 45.9% 44.3%

54.4% 55.6% 46.7% 49.4% 49.2% 48.4% 49.3% 56.9% 54.1% 55.7%

2950.1 4058.6 4129.7 4652.5 5300.4 5615.8 5337.2 5999.7 5971.6

8344.8

P f d $ t o c k N o n e 9.1% 9.5% 7.0% 7.9% 7.8% 7.8% 7.7% 8.6% 7.8% 6.9%

Co m m o n  S t o ck 1 9 9 7 0 2 0 2 5 S h S . 14.1% 14.5% 12.2% 12.7% 12.9% 13.4% 12.8% 12.8% 12.2% 10.2%

14.1% 14.5% 12.2% 12.7% 12.9% 13.4% 12.8% 12.8% 12.2% 10.2%

6.6% 7.1% 5.4% 6.0% 6.7% 7.7% 7.2% 7.3% 6.5% 4.0%

53% 51% 55% 53% 48% 43% 4 4 % 43% 61%

'Lu Relalsale KWH
»1§'T8?°»1 u»1~»f' 1

A L I (¢)

p"kLM1.5uTI11¢¢q*)
Amstnauramr( . . .
%cll;ng¢04lnm¢¢; ¥4fl41 + 11 +1.0 +1.2 commercial 24%; induslnaI16% other19%. Generating sources:

FlxedCha Cov."/» 367 356 314

ANNUAL RATES Past P as t  E $ \ d1315
0lchange(pesh) 10 Yrs. Yrs. l01921 . . . .
Rgggggq8w. NMF f o r  a  t a r i l hokze5 f  $ 9 2 . 5  m i l l i o n  b a s e d  o n

. . . a  r e t u r n  o . 0  o n  a  c o m m o n e  u l t r a
533388 9.5% t ie  of  53.3 l%.  O G8¢E w ants  to  p l  ac c  ayddi
BookValue 3.5% tonal c api ta l spendi ng i n the r ate base al rate case).

recover higher operating and maintenance
Mar.31 Jun.30 8 .30 Dec.31 Year expenses.  and plac e a plant bac k i n the

r a t e  b a s e  t h a t  h a d  b e e n  u s e d  t o  s e r v e  a f ac t o r  eac h
560.4 611.8 754.7 526.2 2458.1 n o w e xp i r e d  w h o l e s a l e  c o n t r a c t .  Ho w e ve r
4801 549.9 719.8 447.1 2196.9 the  s ta f f  o f  t he  O klahom a c om m is s ion  and
433.1 551.4 700 415.5 2100 t h e  s t a t e s  a t t o r n e y  g e n e r a l  a r e  r e c o m

575 750 425 2200 m e n d i n g  m u c h  l o s s avo r ab l c  ou t c om es
Cal. EARNINGSPERSHAREA Fu" bas ed  0 l l  31 l  a l l ow ed o f  j u s t

ender Mar.31 Jun.30 Sep.30 Dec.31 Year T he  u t i l i t y  i s  now  c o l l ec t i ng  ( bu t  no t  book
2013 .12 .46 108 194 i n p e n d i n g  r e c e i p t  o f  t h e  f i n a l  o r d e r )  a n

.25 . 98 inter im rate inc rease of  $69.5 mi llion that

.22 .44 .88 .15 1.0g took ef fec t at the star t of  July .  The f inal

.13 .35 95 .32 1.75 dec ision wi ll be retroac tive to July  so the of l 0.9%.

.20 .50 1.00 .20 1.90 company  wi ll record addi tional income in
the quarter  in which the order is received.

.30 096.31 Our  es t i mates  assume a  f our thquar te r
ruling.  OC&E also plans rate cases in No

.209 .209 .84 member of  2017 and November  of  2018 in

.225 .225 order to recover major capital projects.

.25 .25 The Ut i l i tE '  f i led  a  r a te  c ase i n  Ar kan
2016 .275 .275 .275 s o s .  O G & i s  s e e k i n g  a n  i n c r e a s e  o f  $ 1 6 . 5 S e p t e m b e r  1 6 2 0 1 6

(A) Diluted EPS. Excl. nonrecurring k>sses: 02. inks report clue early Nov. (B) Divds historical for split. (E) Rate base: A
20¢ 03 7¢ 04 3¢. 15 33¢ gains on discon ly paid in late Jan. Apr. July & Oct. l Divd allowed on com. eq. in OK in 12: 10.2% in AR 90
tinged operations: 02 6¢; 05 25¢ 06. 20¢. reinvestment plan available. (C) Incl. deferred in 11: 9.95%. earned on avg. com. et. 15: 65
la EPS dont add due to rounding. Next eam charges. in 15: $2.01/sh. (D) In millions adj. 10.2%. Regulatory Climate: Average. 85

A1 ig11s resefvei i . Faclual  material  i s ohtaiwd l im sauces bel ieved ro be retable and is. provided vrlhuul  warranties al  al l y. kind.
PUBLISHER IS NOT RES NSIBLE FOR ANY ERRORS OR OMISSIONS HEREIN. Th;.11ubicatl0n is suIclly lot suhscribef s own nonconmerclal rlemal use. o pan

electron»caratherlo1maus lctgeneratmgormarketnganypmledorelecumn:puhicalronservlceorpruduct
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243

35.4
25.8

23.5
17.5

31.9
25.2

25.3
20.7

25.4
15.5

32.7
26.5 I

39.4
29.0

46.2 '
15.0

Tar?et Price Range
20 g  2020 20  1

TIMEUNESS 2 Ra|sed 8I19I16
S A F E W 2  R a w s lum s

TECHNICAL 2 Raise(IN19l16
BHA .as (1.00MalleI)

320 31 .9
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Price Gain
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Ins ider Dec is ions

N D J F M A ll J J
l08uy 000000000Options 000609000toSeII 000000000
Institutional Decisions

402015 102916 202016

K G 6 8 6 8

5 1 3 5 4 4

1 2 3 1 4 1 3 0 4 8 1 3 8 8 7

n l | 1 -

1 -

H I I I I I I I H I I I I I I I I l l l l | | N W I H | H | | | l
nn1nmmllllllnllllllllllllllll11lllllllllllllllllllmnllllllll1lmmlmnlllln11ln1mlnm1ll1llm
11111111111111111111111111111111111111111111111111111111111111111111111111111111111111111111111111111111111111111111111111111111

120142007 :ml£ § m n r § 1 5 n r 1 1 i r J r . m 1 r § n z 1 £ n 1 u ~ i r z m 1 a i m l r z m r z i x n z z i i a E m m a
41.50

3.55

26.00

4.20

2.10

1.33

29.03

2.76

.71

1.19

31.08

2.60

.38

1.19

3559

3.35

1.18

1.12

2 0 0 8

37.06

2.81

1.09

1.19

27.75

3.44
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1.06

20.60 '

3.14

1.56

1.23 ,
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1.78

1.17

.4

20.75

3.40

1.60

1.25

4.50

16.9017.57

29.86
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.45

1.19

.04

15.83

37.43

3.39
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1.15

. 5

16.6715.80 17.55
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21.48

3.09

1.55

1.21

4.40

1539

3722

188

.99

4.1%

4.23

15.98

37.86

18.2

.92

4.3%

19.0

1.01

3.5%

29.28

3.30

1.51

1.08

1. 7

12.98

25.72

17.8

101

4.0%

18.78

35. 1

31 .

2.08

5.4%

47.5

2.98

5.6%

55.1

3.51

5.7%

17.3

.93

3.9%

15.4

.82

4.1%

25.59

16.0

.87

3.7%

30.1

1.81

3.6%

30.45

2.88

1.50

1.10

1.7

14.81

28.98

17.3

.91

4.2%

23.76

2.71

1.05

1.19

. 0

1443

.17

21.7

1.38

5.2%

2 0 1 3

24.63

3.02

1.37

1.19

4.53

14.75

36.27

21.1

1.19

4.1%

23.45

3.21

1.60

1.02

1.

10.87

23.85

13.5

.88

4.7%

164

.84

3.8%

:Sm

1100

90.0

010

60.0

1039.5

26.0

893.3

50.2

CAPITAL STRUCTURE as of 6130116
Total Debt $595.6 mm. Due In s Yrs $167.0 mill.
LT Debt $493.8 mm. LT Interest $30.0 mm.
(LT interest earned: 4.3x) MW
Leases Uncapltalized Annual rentals av mill.
Pension Assets12/15 $233.6 mill. Oblig. $302.7
mill
Pfd Stock None

47.0%

53.0%

1700

1900

6.5%

10.0%

10.0%

1210

1475

6.0%

9.0%

9.0%

4.0%

38.8%

59.8%

11244

1098.6

3.4%

3.8%

3.8%

NMF

NMF

1077.9

16.4

14.5%

3.8%

44.8%

54.0%

1058.9

1077.5

3.2%

2.8%

2.7%

NMF

NMF

40.2%

58.4%

1083.3

1108.7

2.7%

2.1%

2.0%

NMF

NMF

as TOT. RETURN B116
ms Vl Amm:

smcx :mix
1 yr. 38.4 10.9
3 yr. 41.a 29.8
5 yr 108.4 84.5

2017 ©VALUE LINE PUB. LLC
20.90 Revenues per sh
3.60 "Cash Flan" per sh
1.65 Eamings per sh A
1.27 Divd DecId per sh B I

apl pending per sh
Book Value per sh c
Common Shs 0utmg
Avg Annl PIE Ratio
Relative PIE Ratio
Avg Annl Divd Yield

835 Revenues ($mill)
65.0 Net Profit Smlll

Income Tax Rate

AFUDC % lo Net Profit
46.0% LongTerm Debt Ratio
54.0% Common E u Ratio

Total Capital ($mlll)

Net Plant Small

6.0% Return on Total Capl

9.0% Return on Shr. Equity E

9.0% Return on Com E up

2.0% Retalned to Com Eq

79% All Div'ds (0 Net PM

779.8

58.6

27.0%

3.6%

42.4%

57.6%

1051.0

1387.8

6.7%

9.7%

9.7%

2.0%

79%

799.3

56.9

22.5%

1.7%

46.5%

53.5%

1071.3

1268.5

6.7%

9.9%

9.9%

2.2%

78%

1238.9

54.0

34.1%

4.2%

38.9%

59.4%

882.1

854.0

7.2%

10.0%

10.2%

3.5%

66%

859.2

39.0

5.2%

1.7%

44.0%

54.4%

959.2

1049.5

5.7%

7.3%

7.3%

NMF

113%

42.1%

57.9%

924.4

1167.0

67%

9.4%

9.3%

1.2%

87%

1105.0

50.8

34.8%

1.9%

33.5%

64.5%

763.0

718.6

7.7%

10.0%

10.2%

3.3%

68%

1311.2

35.1

30.0%

6.1%

32.9%

65.8%

1032.5

1037.5

4.3%

5.1%

5.1%

NMF

108%

Common Stock 38772031 she.
as of 7/31/16
MARKET CAP: $1.4 billion (mid Cap)

ELECTRIC OPERATING STATISTICS
2013 2014
*5.8 +4.6
NA NA
NA NA
NA NA
NA NA
NA NA
NA NA

2015
2.2
NA
NA
NA
NA
NA
NA

as Clunge Rena Sales KWH)

Avg. MM Use (MWHJw

Avg. mm Rea ah! (¢)
Cam; al Pearl w)

Peak L<»a4 wnmm
Annual Load Face (%

al Change Custumefs ywx! )

Past
10 Yrs.

3.5%
.5%
.5%

1.0%
.5%

Fm Ore Qlv %

ANNUAL RATES
of change (vet sh)
Revenues
Cash Flow

Eamings
Dividends
Book Value

Full
Year

893.3
799.3
7798
810
835

C a b
ondar

2013

2014

2015

2016

2017

359 336 350

P as ! E s t d1315
5 yrs. t01921
.7.0% 2.5%
2.5% 5.5%

15.5% 6.0%
5% 1.5%

35% 5.5%

QUARTERLY REVENUES (S mill.)
Mar.31 Jun.30 $ep.30 Dec.31

210.0 212.4 229.8 233.1
215.0 1944 196.5 193.4
202.8 188.2 200.0 188.8
206.2 2035 205 195.3
212 208 210 205

EARNINGS PER SHARE A Fun
Mar.31 Jun.30 s .30 Dec.31 Year

.35
.59 .27 .43 .28 1.55

Cal
endar

2013
2014
2015
2016
2017

1.60
1.65

.
Full
Year

1.19

.38 .44 .37

.40 .46 .42

QUARTERLY DNIDENDS PAID B I
Mar.31 Jun.30 S Dec.31

.298 .298 .298 .298

T h e  u t i l i t y  i s  b e n e f i t i n g  f r o m  i n t e r i m
r a t e s .  O t t e r  T a i l  P o w e r  f i l e d  w i t h  t h e

.313 .313 .318

C a b
ender

2012

2013

2014

2015

2016

plastics. 2015 dept. rate; 2.9%. Has 2.005 employees. Off. and Dir.
own 1.6% of common stock; Cascade Investment. LLC 9.1%; The
Vanguard Group 7.1% BlackRock Inc. 5.4% (3116 Proxy). CEO:
Charles MacFarlane. Inc.: MN. Address: 215 SouM Cascade st..
P.O. Box 496. Fergus Falls. Minnesota 565380496. Telephone:
8664108780. Internet: www.ottenail.com.

crease rates by approximately $19.3 mil
lion (9.8%). The MPUC granted a 9.56%
increase on an interim basis starting in
midApril A final determination is expect-
ed next year.

The utility should continue to
report healthy performance going forward.
Meanwhile custom metal fabricator BTD
should further benefit from productivity
improvements. Market conditions remain
soft here though we expect BTD to be in a

improves. Elsewhere we remain optimistic
about prospects for the lowcost businesses
that comprise Otter Tails plastics seg
mont. But margins may well remain com
pressed hero in the near term
These shares are timely. We look for
solid improvement in revenues and earri
ings for the company out to 20192021.
But this appears lo be largely reflected in

quotation and appreciation
potential is limited at this juncture. A
healthy dividend yield ought to support to
tal returns here. Still this equity appears
most suitableas a
Michael Napoli cPYA

earahead selection.
. S e p t e m b e r  I  6 .  2 0 ] 6

Companys Financial Strength B4+
Stocks Price Stability 85
Price Growth Persistence 20
Eamings Predictability 50

To s ubs c ribe c al l  1800-VALUELINE

Los s operations: 04 8¢. 0s. member. Climate: MN ND Average. SD Above Aver
I Divd reinvest

Al to" reserved. Faduat material is obtained from sources believed to be reiNe aid is provided without warranties 01 W, kind.
THE PUBLISHER IS NOT RESP NSIBLE FOR ANV ERRORS OR OMISSIONS HEREIN. lov subscribers awn. nortH:ommerciaI iiiernal use. 0 pan

BUSINESS: Otter Tail Corporation is the parent of Ono Tail Power
Company which supplies electricity Io over 130000 customers in
Minnesota (50% of retail elec. revs.) North Dakota (41%) and
South Dakota (9%). Electric rev. breakdown 15: residential 32%.
commercial & farms 35% industrial 30%; other 3%. Fud costs:
15.5% of revenues. Also has operations in manufacturing and

S h a r e s  o f  O t t e r  T a i l  h a v e  c o n t i n u e d  t o
a d v a n c e  i n  p r i c e  o v e r  t h e  p a s t  t h r e e
m o n t h s . T h e c o m p a n y r e p o r t e d s t r o n g
p e r f o r m a n c e  f o r  t h e  s e c o n d  q u a r t e r .  R e vo .
n u e a n d s h a r e n e t c o m p a r e d f a vo r a b l y
with the prioryear figures. The Electric Prospects for the long haul appear fa-
segment benefited from strong sales to Cora )Le.
pipeline customers and greater revenue
from interim rates (discussed below). while
margins improved nicely at the Manufac

. turing line.
Otter Tail Power Company is execut
ing its capital investment Jan under good position when its business climate
a constructive regulatory framework.
Its $858 million utility capital spending

41 21 41 1 37 plan for 2016 through 2020 includes two
. . . . large regional transmission projects and
37 36 42 41 1 56 several generation investments. The com
. .41 . . . party expects these will drive annual

.37 growth of 8% in the uti l ity rate base
through the end of the decade (with 2014

30 as the starting point). The two 345kilovolt
transmission projects are expected to be the recent

298 2g8 298 2g8 1 19 completed in 2017 and 2019.

.303 .303 .303 .303 1.21

.308 .308 .308 .308 1.23 Minnesota Public Utilities Commission
( M P U C )  e a r l y  i i i  t h e  y e a r  s e e k i n g  t o  i r i

(A) Diluted earnings. Excl. nonrecurring gains 14 2¢ 15. 2¢. Earnings may not sum due Io went plan avail. (C) Incl. intangibles. in 15:
(losses): 10 (44¢) 11 26¢ 13 2¢ gains rounding. Next earnings report due early No $55.4 mill.. $1.46lsh. (D) In mill. (E) Regulatory
g1,;3,g"°m disco fl. . (B)Divds historically paid in early

. .1¢ 11($1.11) 12. (5122); 13 2¢: March. June. Sept.. and Dec. age.
Q 2016 Value Lyle. Inc.

. . . Tli;1aubicationi.s suiWy . . . .
ollmaybclep1uducedleloli1sto1ed arlraismillcdmaly pllnlcd.elcctronlcoluthe1loim.o1us lot generating oimarkelng any pnfiledoidewonIc publicatiun. servlceoiptcducl.
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45.7
26.7

48.6
34.9

47.0
39.4

45.8
34.5

e5.4
50.7

48.0
36.8

48.5
39.9

60.2
47.39TIMEUNESS 2 Raw 7129116

sAt£Tv 3 Lowemzmz

TECHNICAL 3 L0waua 10l2an6
BETA .65 (1.00M81le()

High: 40.1 48.2
Low: 31.8 36
LEGENDS

0.BI x Duidcnwissla sh
divudcO bklele Rate

5  . .  R g wwe Ice Suenglh
: e s

E'$.8'.§3¢area iuukales recession. l|

Tarot Price Range
20 9 2020 2021

120
100
as
64

48

cl ° ~ * 32

24
20
16

12

% TOI RETURN 9l1G a

1 1 " - - _ 1
l r l n m m l l l n r l n l l l n l l ! n m m m 1 n n l 1 m m m l l n l l ' l

24
1 s
8

Percent
shares
traded

VL ARIUU
m ax
17.7
23.7

1081

THE
srocx
19.6
66.5
73.7

1 yr
3 yr.
5 yr

l 1 n - l l n n l l n m l l l n 1 m l
l l l l l l lMMlll l l l l l l l l l IIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIII

2 0 0 5

. AnnITotaI
Pnco Gain Recur

High 80 (+30% 10%
Low 50 20°/o 1%
Ins ider Dec ls lons

D J F u A u J J A
loBby 0 0 0 0 0 0 0 0 0
Options 00 110 011 0 0 1
lodI 0 0 0 2 0 0 0 0 0
Institutional Declslons

a rm s 10N1€ 202016

loBby 273 303 302
!o$¢4I 207 194 200
Hid 000 399882 409084 404165

2001 2002 2 0 0 6 2 0 1 7mm n w r z w

l - - - r ; - - -
- 5 l - - -__. - ; 2 - - mmm -

.w - - - - - -
- - - -
- - a : : l - a I n n i n | - -- - - - - - - - z - - -- - l l - l - - - - - l l- - l l - - l - ! - - -

- - - 1

I -- - -znxazan -1881
25.05

4.80

2.05

32.74

1.14

d2.36

26.47

5.71

2.12

63.18

5.66

3.02

36.02

7.76

2.76

1.32

34.16

6.33

1.83

1.82

33.45

8.60

2.90

1.93

39.25

11.00

4.50

2.70
v. IY! "1 . 1 I U II

31.78

7.12

2.35

1.23

4.

19.60

34.21

7.29

2.00

1.82

1 . 1

33.69

34.90 Revenues perch
9.90 "Cash Flwv perch
3.90 Eamings perch A
208 Divd Decld per sh 81 t

1 . 5 ap pen ingpers

37.30 Bock Value perch c
. Ya

9.47

381.67

67.75

.80

d9.21

1.20

4.

8.19

387.19 1we.: Emu[LH] 5222419113. :  . :Q

.7

20.62

41 s 41 .

1 .

.73

15.4

.82

34%

IE!
919

lzzmlrzxulIrm alizxzlM
27.0%

7.0%MW
r 43900

60300

6.5%

11.0%

11.0%

I*

2015
.5

NA
9.73
NMF
NMF
NMF

+.7

2013
+.5
NA

9.28
NMF
NMF
NMF

+.3

2014
.2

NA
9.98
NMF
NMF
NMF

+.e

CAPITAL STRUCTURE as of 6/30/16
Total Debt $18214 mill. Due in 5 Yrs $5102 mill.
LT Debt $16525 mill. LT Interest $766 mill.
(LT interest earned: 1.8x)
Pension ASSetS12/15 $13745 mill.

Oblig. $16299 mill.
Pfd Stock $252 mill. Pfd Divd $14 mill.
45M958 she 4.36% to 5% cumulative and $25
par redeemable from $25.75 to $27.25. 5784825
she. 5.00% lo 6.00% cumulative nonredeemable
and $25 par.
Common Stock 498.506.353 she.
as of 7/19/16
MARKET CAP. $30 billion (Large Cap)

ELECTRIC  OPERATING STATISTICS

%Char¢ Retag Sales(KWH)
hsiusl Use(mw+

Avg. kpdust M WH(¢)
CapaclIy8Ipeak(
PeakLoad.su1mef I
dual Load raw I
ll Grange Customers trend)

(by %

ANNUAL RATES Past
189

Pas t  Es t d 1315

QUARTERLY REVENUES (S mill.)

Mar.31 Ju n .3 0  s
Full
Year

3891 3952 4939 4308 17090

Cal
endar

2013
2014
2015
2016
2017

3.06

2010 2011
36.28 34.92 35.91

8.08 7.32 8.13

218 2.07 3.06

1.82 182 1.82

. 1 4 1 . 1

29.35 30.35 3309

430.72 456.67 475.91

15.5 20.7 23.7 15.0 264 Bold fig Sara Avg AnnI PIE Ratio

.97 1.32 1.33 .79 1.33 Value Lim Relative PIE Ratio

4.2% 4.2% 4.2% 4.0% 3.4% Avg Ann'IDlv'd Yield

14956 15040 15598 17090 16833 16900 17800 Revenues($miII)

1132.0 893.0 828.0 1450.0 988.0 1470 2005 Net Profit Smill

30.3% 23.9% 24.5% 19.2% 19.2% Income Tax Rate

11.2% 17.5% 17.9% 10.0% 15.7% AFUDC %to Net Profit

48.8% 48.7% 46.6% 48.5% 48.8% 40.5% 49.0% LongTerm Debi Ratio

50.2% 50.4% 52.5% 50.7% 50.4% 49.5% 50.5% CommonE u Ratio

25956 27311 31050 32858 35925 37800 TctalCapital($mill)

37523 41252 43941 46723 49450 52200 Net Plant Small

5.9% 4.7% 4.2% 5.8% 4.1% 5.0% 6.5% RetumonTota l Capl

9.2% 6.7% 5.7% 9.1% 5.9% 8.0% 10.5% RetumonShr. EquRy

9.2% 6.7% 5.7% 9.1% 5.9% 80% 10.5% Re tum onCom E u E

3.4% 1.0% .2% 3.9% .7% Retained to Com Eq

96% 58% 88% AllDivdsto NetProt

9%. hydro. 5% purchased. 63%. Fuel costs: 34% al revenues. 15
reported depreciation rate (utility): 3.8%. Has 23.000 employees.
Chairman President 81 Chief Exemlive Offroer: Anthony F. Earley
Jr. Incorporated: Caliiomia. Address: 77 Beale Street. P.O. Box
770000. San Francisco. California 94177. Telephone: 415973
1000. Internet: www.pgecorp.com.

We include all of these expenses and in
surance recoveries in our earnings presen
tation. Because we figure these costs will
be much lower in 2017 we forecast a signi
ficant.profit recovery next year. We do ex

contested settle clude Ines that have been imposed on the
company including one of $24 million
($0.05 a share) that PG&E booked in the
June quarter of 2016 for poor recordkeep
ing in the gas division. Our 2016 earnings
estimate is within the companys guidance
of $2.83$3.15 a share on a GAAP basis.
The share count has risen significant
ly in recent years. PC&E has been rais

equity to pay its fines and
. support its capital spending. The company

expects $800 million in equity needs for
the year. Beginning in 2017 l;G&Es an
nual equity requirements will probably be

Full
Year

1.82

4557 4200
4200 4400 4800 4400

EARNINGS PER SHARE A
Mar.31 Jun.30 Se .30 Dec.31

.55 .36
.49 .57 .27
.27 .63
.22 1.60
.85 .75 1.55 .75

QUARTERLY DNIDENDS PAID B l t
Mar.31 Jun.30 S Dec.31

.455 .455 .455 .455

T h i s  t i m e l y  s t o c k  h a s  a  d i v i d e n d  h e l d
t h a t  i s  s l i g h t l y  b e l o w  a v e r a g e  8 4 5  a

T h i s  i s  w h y  e a r n i n g s  u t i l i t y .  T o t a l  r e t u r n o t c n t i a l  t o  2 0 1 9
2021 is unspectacular. bike most utility is
sues the recent quotation of PG&E stock

3 to 5year Target Price1.82

1.82

.455

.455
.455
.455

.455

.455
.455
.455

October 28 2016

ender

2013

2014

2015

2016

2017

C a b
ender

2012

2013

2014

2015

2016

B+
95
35
55

Companys Financial Strength
Stocks Price Stability
Price Grovnh Persistence
Earnings Predictability

To s ubs c ribe c al l  1800-VALUELINE

37.42 40.51 36.15 35.02

8.02 8.44 8.37 8.22

2.78 3.22 3.03 2.82

1.44 1.56 1.68 1.82

7.8 10.05 1 . 9.62 .

24.18 25.97 27.88 28.55

348.14 35 .72 370.60

14. 16.8 12.1 13.0 15.8

. . .80 .89 .73 .87 1.01

4.a% 32% 3.1% 4.0% 4.3% 4.1% cs!! ms
12539 13237 14628 13399 13841

1005.0 1020.0 1198.0 1168.0 1113.0

355% 34.6% 26.2% 31.1% 33.0%

6.7% 9.4% 9.5% 11.9% 14.4%

51.7% 52.6% 52.2% 51.4% 49.6%

4s.a% 46.1% 46.5% 47.4% 49.3%

16696 18558 20163 21793 22863

21785 23656 26261 28892 31449

7.6% 7.4% 7.8% 6.7% 6.2%

12.5% 11.6% 12.4% 11.0% 9.6%

121% 11.8% 12.5% 11.2% 9.7% .

. 6.8% 6.0% 6.8% 5.5% 3.9%

47% 50% 47% 52% 61% 63% 85%

. BUSINESS! PG&E Corporation is a hading company for PadNc
Avg Gas and Electric Company and nonutility subsidiaries. Supplies

electricity and gas to most d nalhem and central Califcmia. Has
5.3 million electric and 4.4 million gas customers. Electric revenue
breakdown: residaitial 38% commercial 40% industrial 12%: ag
ricultural 9% other 1%. Generating sources: nuclear 23%: gas

rmoia 223 304 P G & E s  u t i l i t y  s u b s i d i a r y  h a s  r e a c h e d
a  se t t lemen t  o f  i t s  gene r a l  r a te  c ase .

old\ange(persh) 10 v/3. 5 yrs. to1921 Pac i f ic  Caz and Elec tr ic  had f i led for  rate
Bgavggug8. 3.833 83.88;1' 78 i n "cases 02f01$83l9 dm$l3l68 ir11 2017 36691

. . . . . mi  i on  i n .  an mi  i on  i n 1 .
.5% 127333 The company  reached a

Book Value 7.0% 3.5% 4.5% went calling for  tar i f f  hikes of  $88 mi llion
i n  2017 $444 mi l l i on  i n  2018 and $361

.30 De<;31 mi ll i on i n 2019. The settlement also
recommends another S3G1 million raise in

3672 3776 4175 3975 15598 2020 but thi s i s one of  the c ontested i s
3899 4217 4550 4167 16833 sues. A f inal decision is expected in Fcbru
3974 416g 16900 are wi th the r uli ng being retr oac ti ve to

17800 the start of 2017.
Cal Full The Earnings Predictabi l i ty ratio in common

Year overstates the predictability 0
.74 .lg 1.83 PG&Es quarterly gmrofits. Since a gas

1.71 pipeline exploded in an Bruno Cali fornia
.83 .27 2.00 i n September  of  2010 the c ompany  has
.46 .52 290 been incur r ing costs assoc iated wi th the lower.

3.90 acc ident inc luding unrecovered expenses
and capital costs associated with upgrad .

.30 in its gas system.
have gener a Ly  been weak s i nc e then.

.455 .455 .455 .455 182 Moreover  PG&E is also rec ording c osts-
. and booking insurance recoveries-related is within our

to a large fire that occurred in 2015 when Range.
.455 .455 .49 .49 a  t r e e  c a m e  i n  c o n t a c t  w i t h  a  p o w e r  l i n e . P a u E .  D e b b a s C F A

(A) Diluted Eds. End. nor rec. gains (losses): change in she. Next earnings report due early inland. In 15: $14.29/sh. (D) In mm. (E) Rate
04 $6.95 09 18¢.; 11 (68¢); 12 (15¢); 15 Nov. 18) Divds historica lly pa id in m idJan. base: net °';1 cost. Rate allowed noncom. eq.
121¢.g 16 (5¢)dgaln from disc. ops.. 08 41¢. Apr. ° ' l and Oct. l Dlvd relnvesL.plan avail. in 15: 10.4 ; earned on avg. com. eq. 15:
13 PS dent a d due to rounding 14 due to t Share gilda investment plan avail. (C) Ind. 6.0%. Regulatory Climate: Average.

c 2016 Value Line Inc. Al P1915 reserved. Factual material is obtained tram sources believed lo be reliable and is. provided vuihaul warrarlies d al.kind.
THE PUBLISHER IS NOT RES NSIBLE FOR ANV ERRORS OR OMISSIONS HEREIN. ll8.1:uNI4:atxon is strictly for subscriber s own. noncomnefual blend use. o pan
d1mayberq>rod1cedresdldsloredof transnlled ll:l\yprlrledek¢llonlcolalherlormoru lorgerleratlngarnwketng any pnnledcrdectrmnz p\nhicabonsemceo1producL
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26.3

547
45.9

48.9
37.3

42.7
32.3

380
22.3

82.8
62.5

71.1
51.2

73.3
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5%
1%
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24
20
16
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8

30
20
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Percent
shares
traded

as TOI RETURN 9/16
THIS V L  A a m

STOCK m a x
2 2 . B 1 7 . 7
5 5 ] 2 3 .7

1 1 5 .3 1 0 8 .1
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2012 2013 20142005 2006 2007 2008 2009

Price Gain
Hlgh 80 (+5%
Low B5 15%
Ins ider Dec is ions

D J F M A u  J
loBby 0 0  0  0  0  0  0
Onions 0
wseu 1 o 0
Institutional Daclslons

402415 1Q2D16 202016
1 9 6 2 2 1 2 0 6
1 6 7 1 8 2 1 8 9

8 8 8 5 5 9 2 8 5 7 9 1 2 5 9

2002 2003 :mlHmmm am! 2 0 1 7 @' VAL U E U N E PU B.  L L C

3 1 . 5 0 1 3 1 .8 5

..1Il l

3 7 .5 0

1 1 . 5 0

4 . 7 5

3 . 1 0

1 0 . 2 5

4 9 .0 0EM
l i n a l a m m a mm

I

c s tea

3 3 0 % 3 3 .6 % 2 1 4 % 3 6 .9 % a199°A 3 4 0 % 3 6 .2 % 3 4 .4 % W M

- mm

8

16 9 9 0 .9

1 0 8 8 97 8 8 1 .g 8 4 3 6 .4 8 9 1 6 ] 9 2 5 7 .8 9 5 7 8 .8 9 9 6 2 3 1 0 3 9 6

1 0 1 5 0

1 4 5 7 5

6 . 5 %

1 0 . 0 %

1 0 . 0 %

2014
1.8
659

2015
+1.3
658

BUSINESS: Pin fade West Capital Corporation is a holding compa
ny for Arizona Public Service Company (APS). which supplies elec

M A R K E T  C A P : $ 8 . 4 b i l l i o n  ( L a r g e  C a p )

E L E C T R I C  O P E R A T I N G  S T A T I S T I C S

%Change Relay Sales KWH)
A» g . Mi a  u se  ( i v /H

C H U M!  IP€ &I8 e {
Pealrloag " l m

of the Phoenix metro area. the Tucson metro area and Mohave
County in nonhweslem Arizona. Discontinued SunCor real estate7007

48.6
7031
48.3

6927
50.0

a 404
ANNUAL RATES Past Past EStd1315

Pinnacle Wests Utility' subsidiary has
a rate case mending.

ft ed

4.5% 8.5% 4.0%Eamings

Year

i d e n t i c a l  c u s to m e r s  b i l l s  c o n s i s t  o f  f i x e d for just a slight earnings in
f o l l o we d

1 2 2 5

9 5 0

EAR N I N GS PER  SH AR E A Full
Year

.22 1.18 2.04 .22 3.66

. 0 4

ender

2013

2014

2015

2016

2017

C a L
ender
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33.05 Revenuespersh
9.09 1 9.30 9.90 "Cash Flow" porch
3.92 3.95 4.30 Eamings perch A
2.44 2.56 2.68 Div'd DecId perch B -

. 9. apI pending perch
39.50 41.30 Book Value persh°

110.57 110.98 111.50 112.00 Common ShsOuts1g
15. 16. 1 sou WE son Avg Ann'IPlE Ratio
.84 .81 1 V°i"* Llne Relative PIE Ratio

4.1% 3.9% 1 Avg AnnI Divd Yield

3491.6 3495.4 3550 3700 Revenues($miII)
397.6 437.3 MO 485 NetProflt $miII

34.2% 34.3% Income Ta Rate
11.6% 11.8% AFUDC'/l10 NetProfrt
41.0% 43.0% 46.0% LongTerm Debt Ratio
59.0% 57.0% 54.0% CommonE up Ratio
7398.7 8046.3 8795 9245 TdaIcapi1aI($mill)
11194 u m e 12475 13200 Net Plant $m111
6.4% 6.4% 6.0% 6.5% RetumonT otal Capl
9.1% 9.5% 9.5% 10.0% Retumon 5hr. Equity
9.1% 9.5% 9.5% 10.0% RetumonComE up E
3.5% 3.9% Retained lo Com Eq
62% 59% AllDiv'dsto NelProf

commercial 39% industrial 5%. other 7%. Generating sources:
coal 31% nuclear 27% gas a other 20%; purchased 22%. Fuel
costs: 32% d revenues. 15 reported depress. role: 2.7%. Has 6400
employees. Chairman Praidenl a CEO: Donald E. BrandL Inc.:
Az. Address: 400 North Fifth St.. P.O. Box 53999 Phoenix AZ
850723999. Tel.: 6022501000. lnlemet: www.pinnaclewest.com.

T w o  s i z a b l e  c o n s t r u c t i o n  p r o j e c t s a r e
u n d e r w a y .  A P S  i s  b u i l d i n g  f i v e  g a s l i r c d
u n i t s  t o  r e p l a c e  o l d e r  f a c i l i t i e s  a n d  i n
c r e a s e _ I g e n c r a t i n g  c a p a c i t y  b y  2 2 0  m e g a
w a l l s . h i s  i s  e x p e c t e d  l o  c o s t  $ 5 0 0  m i l l i o n
a n d  b e  c o m p l e t e d  b y  t h e  s p r i n g  o f  2 0 1 9 .
T h e u t i l i t y i s a d d i n g  p o l l u t i o n c o n t r o l
e q u i p m e n t  t o  t w o  c o a l - f i r e d  u n i t s .  T h i s  i s
e x p e c t e d  t o  c o s t  $ 4 0 0  m i l l i o n  a n d  b e  c o m
p l e t e d  b y  t h e  s p r i n g  o f  2 0 1 8 .
W e l o o k
c r e a s e i n  2 0 1 6 b y  s t r o n g e r
g r o w t h  i n  2 0 1 7 . T h e  c o s t  o f  m a j o r  p l a n t
o v e r h a u l s  a f fe c te d  p r o f i ts  i n  th e  f i r s t  h a l f
o f  2 0 1 6  s o  t h e  c o m p a r i s o n  w i l l  b e  e a s y
n e x t y e a r .  Ou r  2 0 1 6  e s t i m a te  i s  w i th i n  th e
com panys  gu idance  o f $3 . 90$4 . 10  a  sha r e .
A s  t h i s r e p o r t w e n t t o p r e s s  w e  w e r e
e xp e c t i n g  P i n n a c l e  t o  a n n o u n c e  a  d i v-
i d e n d h i E d . We look  fo r  a  r a i se  o f $0 . 03  a
sh a r e  ( 4 . 8 %)  i n  th e  q u a r te r l y  p a yo u t.
T h i s  s t o c k  h a s  a n  a v e r a g e  d i v i d e n d
y i e l d  f o r  a  u t i l i t y . L i k e  m o s t  u t i l i t y  i s
s u e s  t h e  r e c e n t  q u o t a t i o n  i s  w i t h i n  o u r
2 0 1 9 2 0 2 1  T a r g e t P r i ce  R a n g e .  A cco r d i n g
l y  3  to  5 y o a r  to ta l  r e tu r n  p o te n t i a l  i s  u n
spectacu la r .
P a u l  E . D ebbas C F A Oct o b e r  2 8  2 0 1 6
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. 7 3 .6 1 .7 9 .8 0 .8 3 1 .0 2  1 .74 .7 9 .9 7 .9 1 .8 0 .9 2 .9 1 .8 6

3 . 8 % 3 . 5 % 4 .5 %  1 4 . 9 % 4 . 5 % 4 .5 %  1 4 . 7 % 4 . 8 % 6 . 2 % 6 . 8 % 5 . 4 % 4 . 8 % 5 . 3 % 4 . 0 %

c A p l T A L s T R u c T u R E a s o f 6 / 9 0 1 1 6 3 4 0 1 .7 3 5 2 3 .6 3 3 6 7 .1 3 2 9 7 .1 3 2 6 3 .6 3 2 4 1 .4 3 3 0 1 .8 3 4 5 4 .6
T o t a l  D e b t $ 4 2 5 5 . 6  m i l l . D u e  i n  5 y r s  $ 1 4 7 8 . 7  m i l l . 3 1 7 .1 2 9 8 .8 2 1 3 .6 2 2 9 .2 3 3 0 .4 3 2 8 2 3 8 7 .4 4 0 6 .1

L T  D e b l $ 3 8 9 7 . 8  m i l l . L T l n t a r o s t 5 1 8 5 . 8  mi l l .

1r3l.$13.4 mlll.paloverdesaleleasebacklessor 11.1% 14.8% 17.5% 112% 11.7% 12.8% 9.7% 10.0%

(LTinleresleamed:4.8x)
Leases,UncapltallzedAnnualrenlals $18.0 mill. 51.6% 53.0% 53.2% 49.6% 54.7% 55.9% 55.4% 60.0%

PensionAssels12I15$2542.8mill. . 6 6 7 8 .7 6 6 5 8 .7 6 4 7 7 .6 6 6 8 6 .6 6 7 2 9 .1 6 6 4 0 .9 7 1 7 1 .9
O b l l g .  $ 3 0 3 3 8  m i l l .

pa Stock None 6.2% s.9% 4.7% 4.8% 6.5% 6.4% 6.8% 7.1%
C o m m o n  S ! 0 C k  1 1 1 1 7 4 7 7 2  s h e . 9 . 2 % 8 . 5 % 6 . 2 % 6 . 9 % 9 . 0 % 8 . 6 % 9 . 8 % 9 . 7 %

a s o f 7 1 2 2 1 1 6 9 . 2 % 8 . 5 % 6 . 2 % 6 . 9 % 9 . 0 % 8 . 6 % 9 . 8 % 9 . 7 %

3 . 4 % 2 . 6 % . 3 % . 7 % 3 . 1 % 2 . 8 % 4 . 1 % 4 . 1 %

6 3 % 7 0 % 9 6 % 8 9 % 6 6 % 6 8 % 5 8 % 5 8 %

2013

1
Avg.hduslRevs. WH(¢) 6.21 8.26 8.17 tricky 101.1 million customers in most of Arizona except about half

8398 9259 9250

»ima11J%'1&
%Char¢Cuslnmasyrend) +1.4 +1.2 +1.3 subsidiary in 10. Electric revenue breakdown: residartial 49%.

r  e d Coy. Is 4 1 9 4 3 8
Rx Arizona Public Scr

0lchange(pash) 10 Yrs. 5 Yrs. 101w21 vice (APS) for an increase of $165.9
Revenues .. .5% 3.0% million (5.7%) based on a return of 10.5%
Cash Flow 2.5% 2.0% 5.5% on a commonequity ratio of 55.8%. More

Dividends 2.5% 2.0% 5.0% significant than the revenue Icquilc[Tlotlt
Book Value 2.0% 3.5% 3.5% is APS proposal for changing rate design.
Cal. Full Just of the utilitys residential custom

M ar.31  Jun .30  5  .30  Dec .31 e r e  h a v e  s o l a r  p a n e l s  o n  t h e i r  h o m e s  b u t
686.5 915.8 1152.4 699.8 3454.6 t h e y  a r c  s u b s i d i z e d  b y  t h e  o t h e r  9 6 % .  R e s

686.2 906.3 1172.7 726.4 3491.6 . .
671.2 89077 1199.1 734.4 3495.4 a n d  v a r i a b l e  c o m p o n e n t s b u t  t h e  f i x e d
677.2 915.4 732.4 3550 p o r t i o n  d o e s n t  c o m e  c l o s e  t o  a l l o w i n g  A P S
700 1275 775 3700 t o  r e c o ve r  i t s  a c t u a l  f i x e d  c o s t s .  T o  a d d r e s s

this problem. the utility proposes to raise
Mar.31 Jun.30 Se .30 Dec.31 the fixed component lower the variable

component. and add a third component: a
.14 1.19 2.20 .05 3.58 demand charge that is calculated based on
.14 1.10 2.30 .37 3.92 the highest demand averaged over a one

1.08 2.43 .40 3.95 hour period during the onpeak time each
.20 1.20 2.50 40 4.30 month. Other parts of the rate case in

Cal QUARTERLY DNIDENDSpA10 B1 elude 3 request to increase recovery of lost
ender Mar.31 Jun.30 Se .30 1386.31 revenues resulting from energy efficiency
2012 545 212 programs and a deferral of costs associated

. with two major construction projects (see
.568 .568 .568 .595 2.30 below) until this spending can he recov
.595 .5g5 .595 .625 2.41 red in a future rate case. New rates will
.625 .625 .625 likely take effect in mid2017.

(A) Diluted Eps. End. nor rec. losses: 02 77¢; dont add due Io rounding. Next earnings report (C) Incl. deferred chge. In 15: $13.77lsh. (D) In
09 $1.45; excl. gains (losses) from disc. ops.: due early Nov. (B) Divds historically paid in mill. (E)Rate base: Fair value. Rate allowed on
00 22¢ 05 (36¢)1 06 10 08 28¢ 09 June. Sept. & Dec. There were 5 oom.eq. in12: 10%eamed on avg. com.eq.

L i n e  I n c . kin d .
Th e ;t>u b l i ca tio n  i s str i ctl y lo t su b scr ib e rs o wn  n o n co mme rcia l

o r e lo t g e n e fa u n g o fma rke l in g  a n y p mte d o rd e cl ro n Ic p u h ka l lu n  se rvice  o r  p ro d u ct
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C APIT AL STRUCTURE as of 6/3011G
T otal Debt $2324 mill.  Due In s Yr s $698 mm.
LT Debt $2324 mill. LT  Interest $112 mm.
(LT interest earned: 2.6x)
Leases Uncapltalized Annual r entals $10 mm.

Pfd  Stock N one

Common Stock 88921 050 she.
as of 7/15/16 8

2 0 1 5

4 3 8 0 4 9 1 0 4 6 0 9

N A N A

MARKET CAP: $3.7 billion (Mid Cap)

ELECTRIC OPERATING STATISTICS
2 0 1 3
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Past PastANNUAL RAT ES
01 change to sh)

3.0%

QUARTERLY REvEnuEs($ mill.)
M a r . 3 1  Ju n . 3 0  S e  . 3 0  D e c . 3 1

473.0 403.0 435.0 499.0

F u l l
Year

1810.0

F u l l
Year

1.77

1898.0
480 505 1900

525 505 525 2000

EARNINGS PER SHARE A
M a r . 3 1  Ju n . 3 0  S e  . 3 0  D e c . 3 1

.65 .13 .40 .59
.55

.62

.

F u l l
Year

1.09

QUARTERLY DNIDENDS PAID B l 1
M a r . 3 1  J u n . 3 0  s . 3 0  D e c . 3 1

.265 .265 .27 .27

.27 .27 .275 .275

14.4 17.7 8old I7guns in Av g AnnIPE R atio
.98 .96 VJ IWLIM Relative PlE Ratio

Avg AnnI Divd Yield

1900 r 2000 Revenues($mill)

95.0 195 1 210 Net Profit Smill

33.6% 33.8% 28.7% 28.8% 31.4% 232% 28.0% 20.7% Income Tax Rate

AFUDC % to Net Profit

53.0% 52.7% 45.0% 48.0% LongTerm Debt Ratio 47.5%

52.0% 520% Com m onE u Ratio 52.0%

4490 4655 TotaICapital($mill) 5200
6355 6425 Net Plant $mill 6200

5.5% Rel um on Total Capl 6.0%

8.0% Return on Shr. Equity 9.0%

8.0% Rot um on ComE u E 9.0%

2.9% 3.5% Retained to Com Eq

5 7 %  A l l  D iv d sto N e t P r o

23%  coal 19%  wind. 8% : hy dro 7% : purchased. 43% . Fud costs:
35%  of rev enues. 15 repor ted depreciation rate: 3.6% . Has 2600
employ ees. Chairman: Jack E. Dav is. President and Chief Ex ecu
tiv e  Officer :  James J.  Pir o .  Incor por a ted:  Or egon Addr ess:  121
S.W. Salmon Street. Por tland Oregon 97204. Telephone: 503464
8000. Internet: www.por tlandgeneraI.com.

P o r t l a n d  G e n e r a l  E l e c t r i c  C o m p a n y  D e s p i t e  t h e  p r o b l e m s  w i t h  t h e  C a r t y
c o m p l e t e d a g a s f i r e d g e n e r a t i n g  c o n s t r u c t i o n  e a r n i n g s  a r e  l i k e l y  t o
p l a n t  o n  J u l y  2 9 t h a d v a n c e  th i s  y e a r .  T h e  r a te  i n c r e a s e  w i l l

h e lp .  A l so  th e  se r v i ce  a r e a s  e co n o m y i s  i n
t h e  4 4 0 m e g a w a t t  C a r t y  f a c i l i t y  b y  J u l y  g o o d  s h a p e  w i t h  m o d e s t  l o a d  g r o w t h  e x

u r  e a r n i n g s  e s t i m a t e  i s  w i t h i n
m a n a g e m e n t s  t a r g e t e d  r a n g e  o f  $ 2 . 0 5
$2.20 a share.
W e  f o r e c a s t  f u r t h e r  b o t t o m l i n e  i m
p r o v e m e n t  i n  2 0 1 7 .  T h e  f i r s t q u a r t e r
co m p a r i so n  w i l l  b e  e a sy  b e ca u se  a  m i l d e r
th a n n o r m a l  w i n te r  a n d  s u b p a r  c o n d i t i o n s
fo r  P G E s  w i n d  p r o j e c ts  h u r t  th e  u t i l i t y  i n
th e  f i r s t p e r i o d  o f 2 0 1 6 .  H o w e v e r  w e  h a v e
r e d u c e d  o u r  e s t i m a te  b y  a  n i c k e l  a  s h a r e
d u e  to  th e  a fo r e m e n t i o n e d  d r a g  o r t  e a r n -
i n g s  b e c a u s e  a  p o r t i o n  o f  C a r ty  i s  n o t  r e
l l ec ted  i n  r a tes .
T h i s  s t o c k  h a s  a  h i g h  v a l u a t i o n .  T h e
d i v i d e n d  y i e l d  i s  b e l o w  th e  u t i l i t y  m e a n
a n d  th e  r e ce n t p r i ce  i s  a b o ve  th e  m i d p o i n t
o f o u r  2 0 1 9 2 0 2 1  T a r g e t P r i ce  R a n g e .  P e r
h a p s  th e  v a l u a t i o n  r e f l e c ts  s o m e  ta k e o v e r
s p e c u l a t i o n  e s p e c i a l l y  i n  v i e w  o f a l l  o f th e
m e r g e r  a n d  a c q u i s i t i o n  a c t i v i ty  i n  th i s  i n -
d u s tr y .  In  a n y  ca se  w e  a d v i se  a g a i n s t p u r
chas ing  th i s  s tock  i n  the  hope  o f a  buyou t.
P a u ]  E .  D e b b a s  C H I OLlol)<v 28 2 0 1 6
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42¢.  15 ear n ings dont add due to  r ound ing Shar eholder  inv estment p lan av a il.
15: $5.90Ish.
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C ompany s F inancia l  S tr eng th
Stocks Pr ice  S tab i l i ty
Pr ice Gr ov nh Per sistence
Eamings Pr ed ictab i l i ty

T o  s u b s c r i b e  c a l l  1 - 8 0 0 V A L U E L I N E

23.14 24.32 27.87 23.99 23.67 24.06 23.89 23.18 24.29

4.75 4.64 5.21 4.07 4.82 4.96 5.15 4.93 6.08

1.02 1.14 2.33 1.31 1.66 1.95 1.87 1.77 2.18

. . .68 .93 1.01 1.04 1.06 1.08 1.10 1.12

5.94 . 8 9.25 .97 3.98 4.01 8.40 12. 7

19.58 21.05 20.50 21.14 i 22.07 22.01 23.30 24.43

62.50 62.50 62.58 75.21 75.32 75.36 75.56 78.09 78.23

23.4 11.9 16.3 12.0 12.4 14.0 16.9 15.3

1.26 .63 .76 .78 .89 .95 .81 .as

2.5% 3.3% 4.3% 5.4% 5.2% I 4.4% 4.1% 3.7% 3.3% 3.3%

1520.0 1743.0 1745.0 1804.0 1783.0 1813.0 1805.0 1810.0 1900.0 1898.0

71.0 145.0 87.0 125.0 147.0 141.0 137.0 175.0 172.0

30.5% I 28.3%

33.8% 17.9% 17.2% 31.6% 17.6% I 5.4% 7.1% 14.6% 33.7% 19.8%

43.4% 49.9% 46.2% 50.3% 49.6% 47.1% 51.3% 47.8%

Pension Assets12l15$550mil1. 56.6% 50.1% 53.8% 49.7% 47.0% 50.4% 52.9% 48.7% 47.3% 52.2%

Oblig. $75a min. 2161.0 2629.0 2518.0 3100.0 3390.0 998.0 324.0 3735.0 4037.0 4320.0

2718.0 3066.0 3301.0 3858.0 4133.0 42850 4392.0 4880.0 5679.0 8012.0

4.7% 6.9% 5.0% 4.5% 5.4% 6.2% 5.9% 5.1% 5.8% 5.4%

5.8% 11.0% 6.4% 6.2% 7.9% 8.8% 8.2% 7.5% 9.2% 7.6%

5.8% 11.0% 6.4% 6.2% 7.9% 8.8% 8.2% 7.5% 9.2% 7.6%

3.5% 6.6% 2.0% 1.5% 3.0% 4.1% 3.5% 4.6% 3.3%

39% 40% 69% 76% 62% 54% 57% 61% 50% 56%

+1.2 20148 +.G BUSINESS: Portland General Electric Company (PGEl provides
.| 1625a 16577 17827 electricity to 860000 customers in 52 cities in a 4000squaremile

4.84 5 . 1 3 5 . 0 1 area 01 Oregon including Por iiand and Salem. T he company  is in
the pr ocess of decommissioning the T r ojan nuclear  p lant which it

3 AS 3866 3 2 5 5 closed in  1993.Electr icr ev enue br eakdown:r esidentia I47% ;c0m
+.9 +.7 +122 mercia 35% ; industr ia l 12% ; other .  6% . Generating sources: gas

FuedGha C4Jv.'L 239 248 243

10 Yrs. Yrs. £$:°d1;18115 T he  da t e  i s  s i gn i f y
Revenues . 2.0% 1.0% c a n t  b e c a u s e  t h e  u t i l i t y  h a d  t o  c o m p l e t e
"Cash Flow 1.5% 4.0% 5.0%
8338185 7.0% 31st in order to place an $85 million rate pecked.
Book value 2.5% 3.5% increase in effect. But. construction didnt

go smoothly. In December of 2015 PCE
declared the original contractor in default
of the construction agreement and took

493.0 4230 484.0 500.0 1900.0 over management of the project. The prob
473.0 4500 476.0 499.0 less raised the capital cost from $514 mil
487.0 428.0 lion originally expected to $640 million

445 $ 6 6 0  m i l l i o n ;  th e  f i n a l  a m o u n t  s t i l l  h a s n t
b e e n  d e te r m i n e d .  P G E  w a n ts  to  c o l l e c t  a
p e r fo r m a n c e  b o n d  o f  $ 1 4 5 . 6  m i l l i o n  p l u s
a d d i t i o n a l  d a m a g e s  b u t  th e  i n s u r e r s  h a v e

.73 .43 .47 2 . 1 8  d e n i e d  l i a b i l i ty  a n d  th i s  m a t te r  i s  n o w  i n
.44 .40 .57 2.04 the courts. When and how this will be re

.68 .42 .45 .60 2.15 solved is unknown but this is likely to be
75 45 50 .65 2.35 a matter of years not months. Meanwhile

the company is swallowing excess costs
that are not being recovered in rates. This

1 07 will cause an estimated $0.05a-sharc drag
. on annual profits. If PGE is unsuccessful

.275 .275 .28 .28 1.11 in litigation the utility will presumably

.28 .28 .30 .30 1.16 sock rccovory of the additional costs via a

.30 .30 .32 .32 filing with the Oregon commission.
( A)  D ilu ted EPS. Ex cl.  nonr ewr r ing loss:  13 Oc t.  I  D iv id e n d  r e in v e s tme n t p la n  a v a i l .  t co m. e q . in 1 6 : 9 . 6 % . e a me d o n a v g . co m. e q .

. SC) Ind. 15:8.3%.Regulatofy Climale:Average.(F)05
Next earnings report due early Nov. deferred charges. In (D In m ill. pershare data are proforma.basedonshares

(8) Dividends pa id m idJan. Apr. Ju ly a nd (E) Rate base: Net orig. cost. Rale allowed on outstanding when stock began trading in06.

o 2016 Vallie Line Inc. All go" reserved. Factual maenad is obtained lim sources believed to be reliable and is. piuvided without waranlies al mil hid.
THE PUBLISHER IS NOT RESP NSIBLE FOR ANY ERRORS OR OMISSIONS HEREIN. Tharublcauon is suicliy lo: subscriber s own. nonconmerclaL internal use. o pan
ollmaybereproducatresoki.staedtxuansnvllednariypiIrned leclroriirorudw:rIorm.o1us lot generaungoimarteung any pmledoreledronnc publicaixn service oiprorhot
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PRICE 0.18 bLvD 4.1% VALUE
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High: 34.1
28.9

52.3
22.1

47.4
37.8

43.8
31.3

44.4
136.8

37.0
29.7

35.5
28.0

34.9
29.0

34.1
23]7

Target Price R='8=°
20 9  2020 20  1

v

meuusss 2 Raiset18l¢2]l6
sAt£Tv 1 Raiseanrzsnz
TECHNICAL 3 L0\1e1ed 1n2Bl1G
BETA .10 (1.00 Maf1\et)

I

34.2 36.3
Lo w: 24.7 29.5
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ctvvdqd bnnere Rate
Relalwe eSuengh

2loI1 s o 2108

areanoicales recession
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n m m m - - | m | -

xummnlzmnm§ ° " ~ " ' " " '

a0
60
so
40
30
25
20
15.

* '~ . l * . °
\0
7.5

1i
l

i
Percent
shares
traded

30
20
10

% TOT. RETURN 10/16
m s a L  u m

srocx IUEX
5.9 6.4

41 .3 15.1
53.6 76.0

1 yr
(Aye.
Sys. lmllllllnnlllllmnnmmllllllllllllllllullllllllllnlllnlllllnlnnmnlmlmlnlllllllllmlllnlllllllllllllnll

2004 2005 2006

AnnIToAal
Price Gain Recur

High 55 (+30% 10%
Low 45 +5% 6%
insider Declslons

J F  u A u J J A s
l o B b y  0 0 0 0 0 0 0 0 0
O M | U M Z 7 1 1 1 1 1 1 1
to sell 2 3 1 1 4 2 1 2 1
Institutional Decisions

IQN15 1q2ll16 z0za1s
lOBby 315 333 314
l0$¢1I 292 284 294
Hld o00 340915 341192 333293

2003

- - _ - _ - i i " "m l -nu- nm | -

- h - - - - - - - - - -
t l ¢ 1 Q 9 m | -

- H - _ - i - ! - !_ - - - - mn- - - - - -
I l- - - - - - - - - - "

-rzirmanxlznna l

6.15 Cash Flow" perch
24.74

3.42

1.79

1.12

1933

4.87

244
142

23.54

2.92

1.88

1.0a

23.09

3.02

1.52

1.10

18.62

3.01

1.88

1.08

22.83

211

1.78

1.08

23.84

3.14

1.85

1.08

1 of. :Y I

9

1

2407
3.91
185
114

1
13358 Q 1 8

5:

20.75

7.25

3.25

200

5.00

29.75

506.00M n
l l

E914E429
:

I
I

Value Llm
esflmaros

502. 3

16.5

.88

3.8%

_ I

8
l

8.85 11.71
45 .53 472.27 47 .20

10. 12.0 10. 10.6 1 14.3
.67 .61 .55 .60 .76

5.9% 43% 5.7% 5.4% 5.1%

CAPITAL STRUCTURE asof 9/30/16
Total Deb! $10952 mill. Due in 5 Yrs $3755 mill.
LT Debt $10697 mill. LT Interest $428 mill.
(LT interest earned: 7.6x)

10450

1660

37.0%

4.0%

Leases Uncapitalized Annual rentals $29 mm.
M

Pension Assets12/15 $5039 mill.
Oblig $5522 Ml".

Pfd Stock None

l

27900

32300

7.0%

11.0%

11.0%

ton rate (utility): 2.5%. Has 12100 employees. Chairman Presi

9595
NA

Common Stock 505896218 she.
as of 10/18/16
MARKET CAP: $21 bron (Large Cap)

ELECTRIC OPERATING STATISTICS
2013 2014

.9 1.3
NA NA
NA NA
NA NA

10414 9474
NA NA
NA NA

4.0%
2. 0%
5. 0%
3. 5%

1

Full
.

F in a n c ia l  Stre n g th .
highqua it

a dividend yieldYthat is above average

r e w as 529 635 705
ANNUAL RATES Past Past Esra 1315
01 dlarvge (vet sh) 10 Yrs. 5 yrs. to 1921
Revenues 1 .5% 4.0%
"Cash Flow/ 6.0% 3.0%
Eamings 55% .5%
Dividends 3.0% 2.5%
Book Value 7.5% 7.0%

Cal QUARTERLY REVENUES (S mill.) Full
ender Mar.31 Jun.30 s .30 Dec.31 Year
2013 2786 2310 2554 2318 99680
2014 3223 2249 2641 2773 10886
2015 3135 2314 2688 2278 10415
2016 2616 1905 2450 2279
2017 2700 1950 2500 2250
Cal EARNINGS PER SHARE A

ender Mar.31 Jun.30 s .30 Dec.31
2013 .63 .66 .77 .39
2014 .76 .42 .87 .94
2015 1.15 68 .87 .so
2016 .93 .37 .94 .51
2017 .95 .60 .ea .50
Cal 0UARTERLY DNIDENDS PAID B I 1

ender Mar.31 Jun.30 S .30 Dec.31
2012 355 .355 .355 .355
2013 .36 .36 .36 .36
2014 .37 .37 .37 .37
2015 .39 .39 .39 .39
2016 .41 .41 .41

Companys Financial Strength
Stocks Price Stability
Price Growth Persistence
Eamings Predictability

To subscribe call 1800VALUELINE

2010 2011
25.28 27.94 24.51 23.31 22.42 19.71 21.52 20.61 16.30 18.60 Revenuespersh

4.36 4.68 4.98 5.27 5.36 5.17 5.82 6.15 5.65

2.59 2.90 3.08 3.07 3.11 2.45 2.99 3.30 275: 2.85 Eamingspersh A
1.17 129 1.33 1.37 1.37 1.44 1.48 1.56 1.64 1.72 Divd DecId perch 8'1

5 3.55 4. 412 5.5 5.58 7.65 7.30 6.90 aplSpending perch
14.35 17.37 19.04 20.30 22.95 24.09 25.86 26.00, 26.05 Book Value perch c

508.52 506.02 5.97 . 505.95 505.89 505.86 505.84 506.001 506.00
17. 1 .5 1 . 1  . 10.4 10.4 1 .8 13.5 12.6 12.4 Bold ligures an Avg Annl PIE Ratio

.96 .88 .82 .67 .66 .65 .81 .76 .66 .63 Relative PIE RatIo

3.5% 2.7% 3.3% 4.3% 4.3% 4.2% 4.6% 4.4% 3.9% 3.8% AvgAnnI Divd Yie ld

12164 12853 14139 12431 11793 11343 9781.0 9968.0 10886 10415 92503 9400 Revenues($milI)

934.0 1323.0 1477.0 1567.0 1557.0 1517.0 1239.0 1243.0 1518.0 1679.0 1400. 1465 Net Profit $mlll

36.6% 44.5% 45.9% 42.3% 40.5% 40.4% 36.2% 39.5% 38.2% 37.4% 36.5% I 37.0% Income Tax Rate

4.7% 2.7% 3.2% 3.8% 5.5% 2.7% 4.8% 4.6% 4.5% 5.5% 5.0% 5.0% AFUDC%t0 NetProf1t

60.3% 54.0% 50.5% 46.3% 44.8% 42.1% 38.3% 40.4% 40.4% 40.3% LongTerm Debt Ratio

39.2% 45.5% 49.0% 53.2% 55.2% 57.9% 61.7% 59.6% 59.6% 59.7% Comm0nE U Ratio

17197 16041 15856 16513 17452 17731 17467 19470 20446 21900 225751 23325 Total Capital ($milI)

13002 13275 14433 15440 16390 17849 19736 21645 23589 26539 20400 . 29750 Net Plant Small

7.7% 10.4% 11.2% 11.0% 10.4% 10.2% 8.1% 7.5% 8.4% 8.6% 7.0% 7.0% RetumonTotal Capl

13.7% 17.9% 18.8% 17.7% 16.2% 15.4% 11.5% 10.7% 12.5% 12.9% 10.5% 11.0% Return on Shr. Equity

13.8% 18.1% 19.0% 17.8% 16.2% 15.4% 11.5% 10.7% 12.5% 12.9% 10.5% 1 11.0% RetumonComE u E

5.3% 9.9% 10.5% 10.1% 9.0% 8.6% 4.8% 4.4% 6.3% 6.8% RetalnedtoCom Eq

62% 45% 45% 43% 45% 44% 58% 59% 49% 47% All Div'ds to Net Pro(

2593 BUSINESS: Pub lic Se rvice  Ente rprise  Group Inco rpora ted is  a The company no longer breaks out data on electric and gas operat

N A hading com pany fo r Public Se rvice  Ele ctric and Gas Com pany in statistics. Fud ousts: 31% of revenues. 15 reported deprecia

N A

NA tamers in New Jersey and PSEG Power LLC a nonregulated dent & Chief Executive Officer: Dr. Ralph Izzy. Inc.: New Jersey.
power generator with nuclear. gas and c0alnred plants in the Address: 80 Park plaza. P.O. Box 1171 Newark New Jersey

NA northeast. PSEG Energy Holdings is involved in renewable energy. 071011171. Telephone: 9734307000. Internet: www.pseg.com.

W e  h a v e  r e v i s e d  o u r  2 0 1 6  a n d  2 0 1 7  s ta r t  o f  2 0 1 7  b a s e d  o n  F E R C s  fo r m u l a
e a r n i n g s  e s t i m a te s  fo r  P u b l i c  S e r v i c e ra te  p la n .  By ye a re n d  2 0 1 6  tra n s m is s io n
E n te r p r i s e  G r o u p .  W e  r a i s e d  o u r  2 0 1 8 w i l l  m a k e  u p  4 5 % o f PSE&G s  r a te  b a s e .

nil e s tim a te  b y $ 0 .1 5  a  s h a r e  r e fle c tin g  a  Th is  i s  n o te w o r th y b e c a u s e  th e  a l l o w e d  r e
b e tte r th a n e x p e c te d th i r d q u a r te r . A tu r n  o n  e q u i ty fo r  tr a n s m is s io n  is  h ig h e r
h o t te r th a n n o r m a l  s u m m e r  w a s  a  p l u s th a n  fo r  d is tr ib u tio n .
a n d  P S E G  r e c o r d e d  m a r k to m a r k e t  a c P S E G  to o k  tw o  n o n r e c u r r i n g  c h a r g e s
c o u n tin g  g a in s  in  th e  p e r io d  wh ic h  we  in i n  t h e  t h i r d  q u a r t e r  a n d  a d d i t i o n a l
elude in  o u r  p re s e n ta tio n  b e c a u s e  th e s e c h a r g e s  a r e  u p c o m i n g  i n  t h e  f o u r t h
a r e  o n g o in g .  O n  th e  o th e r  h a n d  we  h a ve  p e r io d  a n d  in  2 0 1 7 .  Th e  c o m p a n y to o k  a
c u t o u r  2 0 1 7  fo re c a s t b y SO .1 5  a  s h a re . $ 0 .1 7 a s h a r e  im p a i r m e n t c h a r g e  r e la te d
L o w g a s  p r ic e s  a re  h u r tin g  PSEG Po we r to  s o m e  le ve r a g e d  le a s e s  a n d  a  $ 0 . l3 a

9 2 5 0  th e  co mp a n ys  ma in  n o n u ti l i ty su b s id ia ry. s h a r e  w r i te d o w n  fo r  th e  e a r l y r e ti r e m e n t
9 4 0 0  Th is  r e s u l ts  i n  lo w e r  m a r g in s  a n d  lo w e r  o f tw o  c o a l fi r e d  u n i ts  i n  2 0 1 7 .  In c r e m e n

o u tp u t fr o m  PSEG  Po we rs  c o a l fi r e d  g e n la ]  d e p re c ia tio n  a n d  a m o r tiz a tio n  w i l l  r e
Ye a r  e a tin g  u n i ts . s u i t in  p re ta x  lo s s e s  o f $ 5 6 8  m i l l io n  in  th e

P u b l i c  S e r v i c e  E l e c tr i c  a n d  G a s  i s  e x fo u r th  q u a r te r  o f 2 0 1 6  a n d  $ 9 4 6  m i l l io n  in
p o n d in g  i ts  r a te  b a s e .  PSE&G  i s  u n d e r 2 0 1 7 .  Th e s e  a r c  n o n c a s h  i te m s  b u t w i l l

3 3 0  ta k in g some s to r m h a r d e n in g ca p ita l re d u ce  PSEGs  e q u ity b a se .  Ne ve r th e le ss
2 .7 5  sp e n d in g  th a t wa s  p ro mp te d  b y Hu rr ica n e th e  c o m m o n e q u i ty  r a ti o  w i l l  s ti l l  b e  w e l l
2 . 8 5  S a n d y i n  th e  fa l l  o f 2 0 1 2 .  M o s t o f th i s  a b o ve  th e  u ti l i ty  n o r m  a n d  w e  c o n ti n u e  to

s p e n d i n g  i s  r e c o v e r a b l e  i n  r a te s  c o n g ive  th e  c o mp a n y o u r  to p  ra tin g  o f A++ fo r
c u r re n tly.  (Th e  u ti l i ty w i l l  s ti l l  h a ve  to  fi le
a  g e n e ra l  ra te  c a s e  in  No ve m b e r  o f 2 0 1 7 . )  Th is a n d  t i m e l y  s to c k  h a s
Ele c tr ic transmiss ion is a n o th e r k e y

1 .4 8  g ro wth  a re a  fo r  PSE&G. It a s k e d  th e  F e d fo r  a  u t i l i t y .  T o ta l  r e tu r n  p o te n t i a l  t o
1 .5 6  Ara l  En e rg y Re g u la to ry Co mmiss io n  fo r  a 2 0 1 9 2 0 2 1  is  we l l  a b o ve  th e  u ti l i ty n o rm.

$ 1 2 1  m i l l i o n  r a te  h i k e  e f fe c t i v e  a t th e Pa u l l .  De b b a s CFA November 18 2016
A 44

N Ii iet>ublicalion is strictly lot subscribers own
slofedotuansnlledinany pated. dedmnscololhef lomtofu lorgenefainqofmautelhg any pfimednfeledmnuc publication.

%qt lll,l5al¢5 Kwm
Avg u»(uw1:lw
Avg. ¢) (PSE&G) which serves 2.2 million electric and 1.8 million gas cus
Canaulyatpeat( 1.

M )
%W msmmu54)

2.45
2.99

Full
Year
1.42
1.44

(A) Diluted EPS. Excl. nonrecur. gain (losses): 3¢; 08 40¢; 11 13¢. Next egg. report due (C) Incl. if tang. In 15: $6.56lsh. (D) In mill.
02 is1.30); 05 (3¢); 06 (35¢); 08 (96¢). early Feb. (B) Divds history. paid in late Mar. adj.forspli1. (E)Rate base: Net orig. cost. Rate 95
09 6¢; 11 (34¢): 12 7¢; 16 (30¢); gains June Sept.. and Dec. I Divd reinvestment allowed on com. et. in 10: 10.3%. eame0 on 20
(loss) from disc. ops.: 05 (33¢) 06 12¢ 07 plan avail. t Shareholder investment plan avail. avg. com. eq. 15: 13.2%. Reg. Climate: Avg. 70
=. 201s value Lune Inc. AI Q,¢\= received. Faclud malenal is ohiained from sources believed to be refable and is pruvideii wM10ut warrauies d w( kind
THE PUBLISHER IS NOT RESP SIBLE FOR ANY ERRORS OR OMISSIONS HEREIN. s noncurmlercial. imemal use. 0 pall
M I may he reprcriuced resold service 01 prudent.
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W
176.4

59.5
54.4
44.7

65.6
49.9

63.4
45.6

50.3
43.3

45.5
34.6

38.6
26.0

42.0
34.2

441
27.8

45.5
32.9

Target Price Range
2019 2020 20 1

| 01

TIMEUNESS 2 |nwefen 10/14:16

SAFETY 2 Lovle|Bd 9l|0l99
TECHNICAL 3 Luwae411n1/1s
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4 8
4 0

32

24
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LG

1 2

J  A s
0 0 0 0 0 0 0 0 0

2 2 0
0 0 0 0 0
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: 1 f l -

21
14
7

Percent
shares
traded

% roT .  RET URN 10 I1G
m i s VL IR1Tll

sm c x n u cx
28.1 6.4
7 6 7 15.1

1 1 2 2 7 6 0

1 yr.
3 yr.
5 yr

1lnlnmm}MHnmlmunllmlmnlnlrmrIln-lnlnnvmm1lmlmnum
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2005 2006

AnnITo1aI
Price Gain Recur

High 80 (+10% 6%
Low 60 20% 1%
Insider Decislons

J F M A M J
\0 Buy
0l1¢i°1\% 2 0 0 2 0 1
t0 Se|I 0 1 0 0
Institutional Decisions

401115 1 W1 6 202015
loBby 2 0 5 2 5 5 241
l o l l 181 1 7 2 2 0 3
Hid 000 8 3 8 7 3 95492 93877

2 0 0 0  I  2 0 0 1

I h l l n l m i m m i i l l l -- - - - - - - - - - - _l l l l l l l - I - - I
Q- _ - _ I E

34.53

5.28

45.16

5.85

2.95

1.84

36.10

5.91

2.98

1.90

I: . Y: 4

2.67

1.46

4.

30.65

6.70

3.81

2.18

8 .  7

38.09

28.65

6.80

4.00

2.30

11.90

39.75

29.00 Revenues per sh
1.15 "Cash Flow" perch
4.20 Eamings per sh A
2.42 Divd Decld per sh a I

apI pending per sh
Book Value per sh c

32.00

8.25

4.75

2 8 0

.7 5

47.15

148.00l r z r n l n z z n m m - 1 - aIlium

m s

13.6
.72

4.0% 8
4750

720

32.78 32.95 26.65 30.85

4.43 4.55 I 4.56 4.95

2.12 2.15 2.38 2.50

1.15 1.20 1.30 1.38

4.99 6.41 .
20.95 19.64 20.82

104.73 104.73 110.83 110.74 114.67
12.5 12.6 12.2 13.0 14.4
.81 .as .67 .74 .77

48% 4.4% i 4.5% 4.2% 3.9%

CAPITAL STRUCTUREasof 6/30/16
Total Debt $7253 mill. Due in 5 Yrs $1900 mill.
LT Debt se46a mm. LT Interest $355 mill.
(LT interest earned: 3.4x)

4

15600

19325

6.0%

10.0%

10.0%

2015
.9

NA
NA

5234
4970

NA
+1 .5

ELECTRIC OPERATING STATISTICS
2013 2014
+.3 +4.7

81B0 NA
7.27 NA
5237 5237
4574 4853
58.8 NA
+1 .2 +1 .4

per
. Yeaiend M

Peak wt'

%Olange

»

0

: |

. |

.4952012

FlxedCha Oov(% 293 307 323
ANNUAL RATES Past Pas( Es\'d '13'15
01 change (her sh) 10 Yrs. yrs. to 1921
Revenues 1 .0% 3.5% ni/
"Cash Flow 1.5% 3.0% 3.5%
Eamings 3.5% 4.5% 4.5%
Dividends 3.5% 2.5% 5.0%
Book Value 5.0% 5.0% 5.0%

Cal QUARTERLY REVENUES (S mill.) Full
ender Mar.31 Jun.30 Se .30 Dec.31 Year
2013 1311 1016 1051 1117 4495.0
2014 1590 1026 1121 1214 4951.0
2015 1389 967 1068 956 4380.0
2016 1172 905 1093 930 4100
2017 1200 950 1000 1000 4150

EARNINGS PER SHARE A Full
Mar.31 Jun.30 S .30 Year
1.11 .60 .94 3.39
1.37 .68 1.01 3.79
1.39 .69 1.04 3.81
1.23 .74 1.32 4.00
1.35 .80 1.25 4.20
QUARTERLY DNIDENDS PAID e I FUll

Mar.31 Jun.30 s .30 Year
.485 .495 .495 1.97

.508 .525 .525 .525 2.08

B+#
95
55

100

Companys Financial Strength
Stocks Price Stability
Price Growth Persistence
Earnings Predictability

To subscribe call 1800VALUELINE

41.66 39.11 39.61 3 34.35 33.95 31.63 31.88 34.70

7.43 5 6 8 5.73 5.63 6.01 6.30 6.53 6.91

2.78 2.59 2.74 2.85 2.97 3.15 3.39 3.79

1.56 1.68 1.76 1.a8 1.94 1.98 2.03 2.10

4. 1 .41 . .  1 .1 7. 7.65

21.78 24.39 25.37 27.63 29.05 1 29.94 31.47 33.08 34.95

116.67 116.67 117.78 123.34 1  7 .4 5  l  1 .88 132.01 142.70

15.4 15.0 12.7 11.6 12. 13.7 14. 14.4 13.7 14.7 Bo l d l l g s o n A vg A n n I  P l E Ra t i o

.83 .00 .76 .77 .82 .86 .94 .81 .72 .75 Value Llano Relati ve PIE Ratio

4 .2% 4.3% 4.9% 5.7% 4.9% 4.8% 4.2% 4.2% 4.1% 3.9% ask/ Avg A n n I  Di vd y i e l d

4563.0 4621.0 5319.0 4237.0 4601.0 4409.0 4176.0 4495.0 4951.0 4380.0 Revenues($m i l l )

306.0 327.0 353.0 357.0 376.0 387.0 420.0 471.0 538.0 544.0 Net Profr1 Smi l l

26.5% 29.2% 35.4% 32.0% 29.8% 30.3% 30.2% 32.1% 31.6% 31.8% 32.0% 32.0% Income T ax Rate

2.6% 4.6% 0.5% 14.3% 8.0% 5.4% 7.6% 8.7% 9.1% 7.7% 9.0% 1 0 . 0 % A FUDC%t 0  Ne t P ro f rt

Leases, Uncapltalized Annualrentals$10 mill. 50.9% 48.4% 58.0% 55.8% 52.9% 54.5% 9.4% 53.5% 52.5% 51.9% LongTerm Debt Ratio
P e n si o n ASSGIS12/15 $781.7 mm. 47.2% 49.7% 40.5% 43.2% 47.1% 45.7% 45.6% 46.4% 47.4% 48.1% Co m m o n E  u p Ra t i o

oblig$855.4mill. 5027.0 5952.0 7519.0 7891.0 7854.0 8511.0 9103.0 10059 10518 12175 12725 Total CapitaI (sum)
Pfd Stock None 7007.0 7538.0 8305.0 9009.0 9662.0 10047 10896 11643 12232 14725 16450 Net Plant Smill

6.8% 73% 5.2% 6.1% 5.5% 5.2% 6.3% 6.2% 5.5% 5.2% 5.0% 5.0% RetumonTotaICapI
Common $tock 142916917shs. 10.3% 10.6% 11.2% 10.5% 10.2% 10.0% 10.1% 10.1% 10.8% 10.0% 10.0% 10.0% Retumon Shr. Equity
as of 7l31l16 105% 108% 11.4% 10.2% 10.2% 10.0% 10.1% 10.1% 10.8% 10.0% 10.0% 10.0% RetumonComE up E
MARKETCAP: $10 b1l1i0n (Large Cap) 3.8% 4.0% 4.4% 3.5% 3.8% 8.5% 3.0% 4.1% 4.9% 4.3% 4.5% 4.5% RetainedtoCom Et

55% 54% 52% 66% 63% 54% 61% 50% 55% 57% 57% 57% AIIDivdstoNetProf

BUSINESS: SCANA Corporation is a hading company for South 5%. Generating sources: coal 48% oil & gas 28%: nuclear 19%
Carolina Electric & Gas Company which supplies electricity to hydro. 3%: purchased. 2%. Fuel costs: 46% of revenues. 15
707000 customers in central southern and southwestern South reported depreciation rate: 2.5% Has 5.800 anployees. Chairman
Caroina. Supplies gas service to 1.3 million customers in North CEO & President: Kevin B. Marsh. Incorporated: South Carolina.
Carolina. South Carolina. and Georgia. Electric revenue break Address: 100 SCANA Parkway Carce South Carolina 29033. rei
down: residential. 44%. commercial 33%. industrial 18%; Other phone: 8032179000. Internet: www.scana.com.

S C A N A s e le c t r ic ra t e r e l ie f i n So ut h C a ro l ina a n d
re c e iv ed a regula t o ry f r o m No rt h C a ro lina , Each ut il
t he P u b l i c Se rv ic e C o m m is s io n o f tty needs rate relief. 12month pe
So uth Caro lina. So uth Caro lina Elec t r ic r i d that  ended o n .lune 30 th SC E& G
8: Gas is building two  nuclear units at the earned a return on equity that was mo re
site o f its nuclear plant. The fac ilit ies are than o ne percentage po int  belo w  the al
s cheduled to  co me o n line  in Augus t  o f lowed level. Fo r PSNC the gap was more
2019 and 2020 which is  a delay from the than two  percentage po ints. SCE&G was
o riginal schedule. There have a lso  been granted a S4.1 million boost and  PSNC
cost overruns. Acco rdingly SCE8¢G ex received a $19.1 million increase. based on
erased it s  o pt io n to  f ix  the  price  o f the a 9 .7% return o n equity . Each increase
pro ject at $7.6 billion with the contractor took effect in November.
respons ib le  fo r  any excess  cos ts .  Th is  op R a t e  r e l i e f  s h o u l d  p r o d u c e  h i g h e r
s o n  w i l l  r a i s e  th e  c o s t b y  $ 8 3 1  m i l l i o n  b u t p r o f i ts  i n  2 0 1 7 .  S C A N A s  u t i l i t i e s  a r e
th e  u t i l i ty  r e a c h e d  a  s e t t l e m e n t  w i th  th e  a l s o  b e n e f i t i n g  f r o m  s t r o n g  c u s to m e r
c o m m i s s i o n s  s ta ff  a n d  s o m e  i n te r ve r \ o r s  g r o w th .  W e  fo r e c a s t a  p r o f i t  i n c r e a s e
a g r e e i n g  to  th i s  a n d  to  a  c u t  i n  th e  a l w i th i n  th e  c o m p a n ys  ta r g e te d  r a n g e  o f
lo we d  r e tu r n  o n  e q u i ty in  Ba s e  L o a d  Ra te  4 %6 % a  ye a r .  No te :  W e  r a is e d  o u r  2 0 1 6
Ac t (BL RA s e e  b e lo w)  c a s e s  fro m  1 0 .5 % to  e s tim a te  b y a  n ic k e l  a  s h a re  th a n k s  to  a

h o tte r th a n n o r m a l  s u m m e r  a n d  b o o s te d
ou r 2017  fo recas t by the  same  amoun t.  re
F leeting lower financing costs.
T h i s  s t o c k  i s  t i m e l y ,  b u t  h a s  a  y i e l d
th a t  i s  s l i g h t l y  b e l o w  th e  u t i l i ty  m e a n .
W i th  th e  re c e n t q u o ta tio n  a b o ve  th e  m id
po in t o f ou r 20192021  Ta rge t Pr ice  Range
to ta l  re tu rn  p o te n tia l  is  lo w.
Paul E. Debbas CFA November 18 2016

gains (losses):
(53.7 ). 03. 31¢..04.

(23¢) 05 3¢ 06 9¢ 15. $1.41.13 EPS plan avail. (c Incl. In 15: $13.55lSh. on avg. com. et.. 15: 10.6%. Regulatory

c 2016 Value M p reserved. oblalne<I ham sauces beloved 10 be relate and us. pvovioeG wihoul  warranties al  ml ki d .
THE PUBLISHER IS not RES NSIBLE FOR ANY ERRORS OR OMISSIONS HEREIN. lrlemal use. o pan

Hi g h : 4 3 . 7 4 2 . 4
L o w : 3 6 . 6 3 6 .9  |

L E G E NDS
0:11 x Dmdcndssr sh
d i Ned  b rlcmerc Rate
Relalwe eSuenglh

area nMrales recessmn

scwngemusaws Kwwm
Avglndu$LU9e(MWHl1w"
Avg.lnduslRsvs. (¢l

Nndloadfitbf( 2
Omlumels trend]

urili8f subsidiary
decision r e s p e c ti ve l y .

o r  th e

Cal
endar Dec.31
2013 .73
2014 .73
2015 .es . . . .. .2016 .71 10.25% beginning with filings made in
2011 .so 2017.
Cal SCE82G was granted a rate hike under
ender 06€.31 the BLRA. This law provides annual rate

relief to enable the utility to recover its
2013 4g5 507 507 507 202 construction work in progress for the new
2014 . . . . . nuclear units. The $64.4 million increase
2015 .525 .545 .545 .545 2.16 will take effect in late November.
2016 .545 .575 .575 .575 SCE&G and  PSNC Energy rece i ved

(A) Diluted egg. Excl. nor rec. due midFeb. (B) Divds historically paid in ear allowed on com. eq. in SC: 10.25% elec. in 13.
00 28¢: 01. $3.00: 02. Ly Jan. Apr.. July a Oct. u Divd reinvestment 10.25% gas in 05; in NC: 10.6% in 08 earned

if tang.
dontadd duets rounding. Next eamings repon (D)ln mill. tel Rate base: Netorig.oost. Rate Climate: Above Average.

Un a  h e . n Factual matcfial  is
I r i s blcation is stl ictly 101 subscriber s um nonfommelcid.

nllmaybareploducod. lcsoli slomd al uansmiued in any pnraed. dedmnac ofothei lung .»..,l 'l '°. genelaling 01 maltclhg any ptinled oi dedlonic sefviceolplci iucl
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16
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Percent
shares
traded

aL ARlTN.
m a x

17.7
23.7

108.1

n m
svccx

14.0
35.9

140.1

1 yr.
3 yr.
5 yr.

. AnnITotal
Price Gam Return

High 155 +50% 13%
LW 115 +10% 6%
Ins ider Dec is ions

0 J F H A u J J A
tnBuy 0 0 0 0 0 0 0 0 0
09004 0 5 0 1 0 4 1 1 1
IOSQ1I 0 2 0 2 0 1 1 0 2
Institutional Declslons

402015 102415 20zu1s
10Buy 2 6 5 2 7 0 2 6 6
1050! 244 254 2 4 9
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8.92

4.35

2.40
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8.87

4.22

2.52

32.88

7.94

4.78

1.56

:*:I

48.25

14.50

7.50

4.0o

11.25

54.75

34.81

5.56

3.01

1.00

4.

17.17

40.18

6.58

3.93

1.00

4.62

20.78

2 0 1 1

41.83

8.58

4.47

1.92

1 1 .  5

41.00

37.44

7.76

4.02

1.56

. s
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1314.0 1

9800

1010

29.5%

21.0%7.2% 11.5% 13.2% 10.6% 11.3% 15.2% 17.2% 11.2% 14.4% 15.3%

Eauaa
16646

E8114884
9.6% 8.5% 8.3% 6.8% 6.7% 6.1% 6.0% 6.1% 6.4%10.3%

E

11650

1950

28.0%

8.0%

58.0%

42.0%

31600

34600

7.5%

14.0%

14.0%

2 0 1 6 2 0 1 7

39.05 3 9 .9 0  Re ve n u e s p a r sh

9.20 10.95 Ca sh  Fl o w"  p e r sh

3.80 ; 5 .1 5  E a m l n g s p e r sh  A

3.02 3 .2 8  Di v 'd  De cl d  p e r sh  B  I

14.15 10.30 ap I  Spend i ng  pe r sh

41.95 49 .70  Book Va l ue  pe r sh  c

251.00 2 253.00

sou figures an Avg AnnI PIE Ratio
VIIu09 Lim Relative PIE Ratio

Les Avg Annl Divd Yield

10100 Revenues ($mill)
1410 Net Profit Smlll

29.0% Income Tax Rate
11.0% AFUDC %to Net Profit

LongT erm  Deb t  Ra t i o

Com m on E up Ra t i o

27375 Total  Capi tal  ($ml l I)

31375 Net Pl ant Smal l

Return on Total CapI
Return on Shr. Equity
Recur on Com E up
Retained to Com Eq
All Divds to Net Prof

25975

30250

5.0%

0.0%

8.0%

1.5%

79%

2014 2015

16.55
NMF
NMF
NMF

13.10
NMF
NMF
NMF

. cw. %1
ANNUAL RATES Past Past EStd1315

2.0%
7.0%Cash Flov\r 4.5%

QUARTERLY REVENUES (S mill.) Fu l l

2650 2651 2551 2705 10557

Sempras ion?term pros-
earnings growth \ arc

$123 million loss is a

C a b
ender

2013

2014

2015

2016

2017

Full

2422 2600
2700 2200 2550 2700

EARNINGS PER SHARE A
Mar.31 Jun.30 Se .30 Dec.31

.54

ender

2013
2014
2015
2016
2017

l

2.49

QUARTERLY DNIDENDS PAID B I

Mar.31 Jun.30 Se .30 Dec.31

.60 .60 .60
.60 .63 .63 .63

October 28.20]6

ender

2012
2013
2014
2015
2016

A
100
85
90

gas. Has subs. in gas pipeline a storage power generation. a li
quefied natural gas. Sold commodities business in 10. Power
costs: 37% d revs. 15 reported depress. rates: 2.7%5.7%. Has

NMF to most d Souther California. Customers: 1.4 mill. electric 6.6 17400 employees. Chairman and CEO: Debra L. Reed. President:
NMF mill. gas. Elem. rev. breakdown: residenljal 41% commercial 42% Mark A. Snell. Inc.: CA. Address: 488 8th Avenue San Diego. CA

92101. Tel.: 6196962000. lnlemet: www.sempra.com.
Sempr a Ener gy  i s  i nvest i ng i n  Mexi c o. per iod.  I n the thi rd quar ter  Sempra sold

its gas utilities in the Southeast for $323
million. ll expects to record an aftertax
gain of about $70 million. Also in the third
period. the company paid $22 million for a
wind farm that is under development in

IEnova is $1 billion on
Despite a probable bottomline down

Year for an turn in 20 lG
sects for good.
The aforementioned
negative factor in this years results. How

9800 ever Sempras nonutility investments will
10100 boost the companys earning power and

the i nc ome of  i ts  ut i l i t i es r i ses as thei r
Year rate base expands.  Most notably  however

a project to turn a liquefied natural gas
4.63 The company has had some transac- import terminal to an export facility is on

sons in the United States too. In the budget and on schedule for completion in
2018. Net profit from this is projected at
$300 million$350 million in 2019. the first

Full full year of operation.
Year lated to the sale. the company booked a Sempra stock offers strong dividend

growth potential over the 3 to 5-year
period. This should produce a longterm
total return that compares favorably with
other utilities.
Paul E. Debbas CFA

Compings Financial Strength
sum duetorounding.Nexlegs.due early Nov. cosLRate allowed on com.eq.:SDG&Ein13: Stocks rice Stability

Price Growth Persistence
Eamings Predictability

To s ubs c ribe c al l  1800V A LUE LINE

35.38 39.27 29.38 45.64 M 8 9 43.79 44.21 44.80 41.20

4.91 5.39 5.71 5 % 5.74 6.93 7.40 9.41 10.32

2.06 2 M 2.79 3.52 4.23 4.26 4.43 4.63 5.23

1.00 L W 1.00 1.16 1.20 1.24 1.37 2.64 2.80

.7 . . 5. 7. 7.7 .4 1  . 12 .  1

12.35 13.17 13.79 23.95 28.66 31.87 32.75 45.98 47.56

201.90 204.48 257.1 243.3 242.37 2 4 4 4 6 246.33 248.30

9.4 .7 8.2 9.0 8.6 11. 14.0 11. 10.1 12.6 11.8 14.9 19.7 1.9 1  .7

.61 .50 .45 .51 .45 .63 .74 .71 .67 .80 .74 .95 1.11 1.15 1.00

5.2% 3 4.1% 4.4% t 3.7% 2.9% 2.8% 2.1% 2.6% 3.2% 3.1% 3.6% 3.7% 3.0% 2.6% 2.7%

CAPITAL  STRUCTURE a s¢ >f6 1 3 0 I1 6 11761 11438 10758 8106.0 9003.0 10036 9647.0 10557 11035 10231

T o ta IDe b t$ 1 5 8 6 2  m i l l .  Du e  i n  5 yrs $ 6 7 6 9  m i l l 1118.0 1135.0 1123.0 1190.0 1008.0 1088.0 1079.0 1060.0 1162.0

g.°§?;3§178 ..1;.....11 l;,1;8515566 m1II. 31.3% 33.6% 29.2% 30.5% 26.5% 25.3% 18.2% 26.5% 19.7% 19.2%
(LT interest earned: 3.4x)

37.0% 34.8% 44.5% 44.8% 49.4% 50.4% 528% 50.5% 51.7% 52.6%
Leases Uncapitallzed Annual renlals $71 mill. 61.4% 63.7% 54.2% 54.1% 49.6% 49.2% 46.7% 49.4% 48.2% 47.3%

Pension AS$¢tS12l15s2484 mlll. . . 12229 13071 14692 18186 20015 22281 23513 24963
mu Stock$20mill. pfd nw'd08g.$ 9 mill. 13175 16885 18281 19878 23572 25480 25902 2w39

811 073  she .  6% cum . $25  par.
Co m m o n  S t o ck 2 4 9 8 0 1 4 3 2  sh e . 14.5% 13.3% 13.8% 13.0% 10.9% 10.9% 10.4% 9.6% 10.2% 11.1%

as of 7129116 14.8% 13.5% 14.0% 13.1% 11.1% 11.0% 10.4% 9.6% 10.3% 11.1%

M A RK E T  CA P :  s2 6  b i l l i o n  (M m e  ca n ) 11.0% 9.7% 9.7% 9.3% 7.0% 6.5% 5.1% 4.1% 5.0% 5.8%

ELECT RIC OPERAT ING ST AT IST ICS 2 8 % 2 9 % 31% 29% 37% 41% 52% 58% 52% 48%

2013 BUSINESS: Sempra Energy is a holding co. fa San Diego Gas &
4273 4688 Electric Company whip\ sells demdciw & gas mainly in San Diego

Avg. WH(¢l 17.58 County & Soul fan California Gas Company. which distributer gas

peaumsxnw Le NMF
- ~ " * ° ° ~ * l . . . . . .
%G\ar1geO:slnmas Wu) + . s + 6 + . 7 n n d u stn a l  1 0 % o th e r 7 %.  P u rch a se s m o st  o f  i t s p o we r th e  re a l  a s

man 307 288 295
lx The companys Mexico subsidiary  IEnova

of chan9e(pash) 10 Yrs. 5 yrs. 101w21 pa i d  $1 . 1  b i l l i on  f o r  i ts  pa r tne r s  50%
Revenues .5% 25% stake i n a mi dstr eam gas jo i nt ventur e.
Eamon s 30% 1831; e 0% I Enova r ai sed the f unds thr ough a $1. 6
Divider?ds 9:5% 12:0% 7.0% bi llion sale of  common stock.  Separately
Book Value 8.5% 5.5% 3.0% spending Michigan.

r enewableener gy  pr ojec ts and has bi ds
Mar.31 Jun.30 Se .30 Dec.31 pending electric transmission

projec t (estimated investment of  $1.2 bi l
27g5 2678 2815 2141 11035 lion)  and a gas pipeline (estimated invest
2682 2367 2481 2701 10231 went of mi llion) .  1Enova is also sell
2622 2156 i n a gasli r ed power  p lant but wi l l  have

to take a nonrecurring charge estimated at
Cal $0.16$0.29 a share against thirdquarter

results because the fac i li tys market value
1.46 1.09 1.13 4.22 is below its book value.

.99 1.08 1.39 1.18
1.74 1.03 .99 1.47 5.23
1.47 .06 .97 1.30 3.80 second quarter Sempra completed the sale
1.75 1.05 1.00 1.35 5.15 of  i ts 25% stake in the Roc kies Express

Cal pipeline raising $443 mi llion in cash.  Re

48 228 $123 mi llion af ter tax loss ( inc luded in our
. earnings presentation) i n the quar ter
.63 .66 .66 .66 2.61 stemming f rom the permanent release of
.66 .70 .70 .70 2.76 pipeline capac i ty .  I t had already  taken a
.70 .755 .755 .755 $27 mi llion af ter tax wr i tedown in the f i r st

(A) Dif EPS. Excl. nor rec. gains (10SS8S)2 05 05 (4¢) 06 $1.21 07 (10¢) 14 EPS dont $18.11lsh. (U) In mm. (E) Rate base: net orig.
17¢; 06 16¢); 09 (26¢) 10 (s1.05): 11
$ 1 .1 5 .  1 2  (9 8 ¢ ) 1 3  (3 0 ¢ )  1 5  1 4 ¢ 1 6 9 )  D i v d s p a i d  m i d J a n .  A p r .  J u l y  &  O r t  l 1 0 .3 %.  So Ca IGa s i n  1 3 :  1 0 .1 % h a m .  o n  a vg .
(2 0 ¢ ) g a i n  (l o sse s) f ro m  d i sc.  o p s. :  0 4  (1 0 ¢ ); 1vd re l nv. p l an avai l .  (C) Incl . tang .  In  15 : com . eq . 15: 11.2%. Regul . Chora l e : Average

5 2016 Value Line he. AI 99" reserved. Faclud materi al  i s obtained l oom sources bel i eved l o be refable and i s. provk1e4 wihcul  wanal ti es 01 ml , kind.
THE PUBLISHERIS NOT RESP NSIBLE FORANY ERRORS OR OMISSIONS HEREln.l l8J>ub1Icau0n1s stncl lylor subscrlbersavrnnon4nmmerclal lr\emal use. open
oinmaybereprosiuced. resold stored or uansmtteOn aty pruned e|ecuon|c 0rctherl0|m cru 101 generating or manuelngawpfmledofelearonlc wbhcalwn serve 01 product
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PRICE 1.0649.79 PIE
VALUE

3.3% LINERAn0 20.0VECTREN CORP. NYSEWC
49.5
37.3

53.3
39.4

48.3
34.6

37.9
29.5

27.8
21.7

30.8
21.5

30.7
23.1

26.9
18.1

322
19.5

30.5
24.8

Target Price Range
2019 2020 2021

High; 29.5 29.3
Low: 25.0 . 25.2
LEGENDS
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38.95

8.00

3.35

1.95

31 .62

5.33

2.02

1.48

2 8 8 9

4.71

1.73

1.39

2 0 0 7

29.88

4.29

1.83

1.27

Hi

28.50

5.55

2 4 5

1.62

6.00

21.55

2 7 1 6

5.03

1.94

1.41

4.4

18.57 .I W
I

lm:lamlanl
II

86.00

15.0

.9 5

3.9%

26.83

3.69

1.44

1.23

3.70

15.43

76.10

18.9

1.02

4.5%

17.89

81.90

15.8

.99

5.1%

An n IT o ta l
Pr ice Gain Return

High s o ( + 2 0 % 8 %
Low 4 5 1 0 % 1 %
I n s i d e r  D e c i s i o n s

N  D  J  F  H  A  M  J  J
[ 0 B I l y  0 1 0 0 0 0 0 0 0
0 9 l l 0 1 \ S  0 0 1 1 0 0 0 0 0 0
t o  S e l l  0 0 0 0 0 0 0 0 0
Institutional Dec is ions

401015 i w i s zozois
B 15

§3551 131 111 113 shares 8
Hld 000 50862 53480 52315

V e c t r e n  w a s  f o r m e d  o n  M a r c h  3 1 2 0 0 0
th r o u g h  th e  me r g e r  o f I n d i a n a  E n e r g y  a n d

S I G C O R P .  T h e  me r g e r  w a s  c o n s u mma te d
w i th  a  ta x fr e e  e x c h a n g e  o f s h a r e s  a n d  h a s
b e e n  a cco u n te d  fo r  a s  a  p o o l in g  o f in te r e s ts .
I n d ia n a E n e r g y o 0 m m o n s to c k h o ld e r s
r e c e i v e d  o n e  V e c t r e n  c o m m o n  s h a r e  f o r
e a c h  s h a r e  h e l d .  S I G C O R P  s to c k h o l d e r s
e x c h a n g e d  e a c h  c o mmo n  s h a r e  fo r  1 . 3 3 3
c o mmo n  s h a r e s  c f V e c tr e n .

CAPITAL STRUCTURE as of 6/30/16

MTotal Debt $1758.7 mill. Due in 5 Yrs $350.0 mm.
LT  Debt $17115 mill. LT  Interest $84.0 mm.
(LT interest earned: 4.4x )

WWPension Assets12/15 $296.9 mill.
Oblig. $348.3 mill.

Pfd  Stock N one

%Common Stock 82.835.860 she.
a s of 7129116

49.096

51.0%

4400

4450

7.5%

13.0%

13.0%

50.0%

50.0%

3600

3850

7.0%

11.5%

11.5%

2 0 1 7 @VALUE UNE PUB. LLC

30.95 Revenues per  sh
6.15 "Cash F lan" per  sh
2.65 Eamlngs per ch A
1.70 D iv 'd Decl'd perch 9"1
6.45 C apl pend ing per  sh

22.90 Book Value perch c
84.00 Common Shs 0uts1g

Sou ng s an  Av g AnnI  PIE R atio
Val ' J " ° Relative PIE Ratio
° " '  " " Av g AnnI Div d Yield

2600 Revenues ($miII)
225 Net Profit Smile

35.0%  income Tax  Rate
4.0%  iAFuoc v . lo Net Profit

49.5%  LongTerm Debt Ratio
50.5%  Common E u R atio

3825 Tcxal Capital ($mill)
4000 Net Plant Smill
7.0%  ;Return on Total Cap'I

11.5%  .Return on Shr. Equity
11.5%  3 Retum on Com E up E
4.5%  Retained to Com Eq
63%  All D iv 'dsto Net Prof2 0 1 5

2.4
N A
N A

1357
1088

N A
+.7

MARKET CAP: $4.1 billion (Mid Cap)

ELECTRIC OPERATING STATISTICS
2 0 1 3 2 0 1 4

+.3 +2 .0
N A N A

N A
1407
1095

N A
+.6

1384
1102

N A
+.6

)

A S i n N A

Pe&l.oadSurlfrlef£M)
Arl\1dLoa4 Fxbl( 2
'/»Grange Cuslumas yrendl

2 9 4 0

5 4 8

2.39

1.54

5.7

2034

82.60 8 2 8 0

0. 17.

1.05 .91

3.6% 3.6%

2611.7 2434.7

166.9 197.3

32.7% 33.6%

4.1% 4.0%

46.7% 50.6%

53.3% 49.4%

3013.9 3406.6

3439.0 4089.5

6.8% 7.0%

10.4% 11.7%

10.4% 11.7%

2.9% 4.2%

72% 65%

commer cia l 23% ; other  10% . Nonutility  oper ations include In fr a
structure Serv ices and Energy  Serv ices. Estd plant age: electr ic. 9
y ear s.  15 depr eciation r o le :  4 .2% . Has about 5 .600 employ ees.
C ha ir man Pr esiden t a  C EO:  C ar l C hapman.  Incor por a ted :  Ind i
ana. Address: One Vectrat Square. Evansv ille. Indiana 47708. Tel
ephone: 8124914000. Internet: www.v eclren.com.

.

.

4

€3ITl i I1F s u i d a n ( e
s h a r e  o r  a l l y c a r  2 0 1 6 .

.

2008 2009 2010
30.67 25.76 2606 30.23
3.97 4.40 4.44 5.03
1.63 1.79 1.65 1.66
1.31 1.35 1.37 1.43
4. 5. . 4.

16.68 17.23 17.61 18.86
76.36 81.70 82.40
15.3 16.8 1 .g 15.0 15. .7
.81 1.01 .86 .95 .95 1.16

4.5% 4.8% 5.9% 55% 4.8% 4.2%
2041.6 2281.9 2484.7 2088.9 2129.5 22323 2491.2
108.8 143.1 129.0 145.0 133.7 159.0 136.6
21.8% 34.7% 37.1% 26.5% 35.8% 37.9% 34.2%
3.8% 2.8% 2.9% 4.1% . . . . . .

50.7% 50.2% 48.0% 52.4% 49.9% 51.6% 50.4% 53.3%
49.3% 49.8% 52.0% 47.6% 50.1% 48.4% 49.6% 461%
2382.2 2479.1 2599.5 2937.7 2874.1 3079.5 3331.4
2385.5 2539.7 2720.3 2878.8 2955.4 3119.6 3224.3

6.0% 7.2% 6.5% 6.3% 6.1% 6.2% 6.4% 5.4%
9.3% 11.6% 9.5% 10.4% 9.3% 9.7% 10.4% 8.8%
9.3% 11.6% 9.5% 10.4% 9.3% 9.7% 10.4% 8.8%
1.3% 3.8% 2.0% 2.6% 1.6% 1.9% 2.9% 1.2%
86% 67% 80% 75% 83% 80% 73% 66%

BUSINESS: Vectren is a holding company formed through Me
merger of Indiana Energy and SIGCORP. Supplies electricity and
go to an area nearly twothirds of the stale al Indiana. Owns gas
distribution assets in Ohio. Has a customer base exceeding 1.1 mil
lion. 2015 Electricity revenues: residential 36% commercial 27%
industrial 34% other 3%. 2015 Gas revenues: residential 67%

S h a r e s  o f  V e c t r e n  h a v e  p u l l e d  b a c k  i n
p r i c e  s i n c e  r e a c h i n g  a n  a l l t i m e  h i g h
e a r l y  i n  t h e  s u m m e r .  T h e  c o m p a n y
r e p o r te d  u n i m p r e s s i v e  o v e r a l l  r e s u l t s  fo r
t h e  s e c o n d  q u a r te r .  R e v e n u e s  a n d  s h a r e
e a r n i n g s  b o t h  d e c l i n e d o n  a  y e a r o v e r
y e a r  b a s i s .  T h i s  wa s  d u e  t o  we a k n e s s  o n
t h e  n o n u t i l i t y  s i d e .  T h e  I n f r a s t r u c t u r e
S e r v i c e s  t r a n s m i s s i o n  o p e r a t i o n  h a s  e x p e
r i e n c e d  g r e a te r  c o m p e t i t i o n  i n  i t s  p r i m a r y
a r e a  o f  p i p e l i n e  m a i n t e n a n c e  wo r k .  T h i s
h a s  r e s u l t e d  i n  l o we r  m a r g i n s  a n d  f e we r
j o b s  b e i n g  wo n .  In  th e  p l u s  c o l u m n  th e  In
f r a s t r u c tu r e  S e r v i c e s  d i s t r i b u t i o n  b u s i n e s s
a n d  t h e  E n e r g y  S e r v i c e s  l i n e  r e p o r t e d
s o l i d  p e r fo r m a n c e s .  M o r e o v e r  s t r o n g  r e -
s u l t s  f r o m  t h e  u t i l i t y  s e g m e n t  a l s o  p r o
v i d e d  s u p p o r t  t h a n k s  to  c o n t i n u e d  i n v e s t
m e n t  i n  th e  g a s  i n f r a s t r u c tu r e  p r o g r a m  i n
I n d i a n a  a n d  O h i o  a n d  e f f o r t s  t o  c o n t r o l
co s ts .

C a b
ender

2013

2014

2015

2016

2017

C a l
endar

2013

2014

2015

2016

2017

C a b
ender

2012

2013

2014

2015

201s

FlxedCha Cov.(%) 380 363 4 2 8

ANNUAL RAT ES P a s t P a s t  E s f d  1 3 1 5
d change (per sh) 10 Yrs. 5 Yrs. to  1921
R ev enues 2 .5% 2.0% 4.0%
" C a sh  F lo w 4.5% 4.5% 7.0%
E a min g s 2 .5% 3.5% 9.0%
D iv idends 2 .5% 2.0% 5.0%
Book Va lue 3 .0% 2.5% 5.0%

QUARTERLY REVENUES (s mill.) F u l l
M a r . 3 1  Ju n .  3 0  s . 3 0  D e c.  3 1 Year

700.6 531.0 579.6 680 .0  2491 .
796.8 542.5 595.6 6 7 6 . 8  2 6 1 1 .
706.2 551.0 573.5 6 0 4 . 0  2 4 3 4 .
584.8 533.7 610 6 5 1 . 5  2 3 8 0
650 600 650 700 2600

EARNINGS PER SHARE A F u l l
Mar .31  Jun .  30  S . 3 0  D e c.  3 1 Year

.61 d.07 .52 .60 1.66

.62 .14 .57 .59 2.02

.69 .43 .48 .79 2.39

.58 .39 .63 . a s 2.45

.62 . 4 5 .68 .90 2.65

QUARTERLY DNIDENDS PAID 1 F un
M a r . 3 1  Ju n . 3 0  S . 3 0  D e c . 3 1 Year

.350 .350 .350 .355 1.41

.355 .355 .355 .360 1.43

.360 .360 .360 .380 1.46

.380 .380 .380 .400 1.54

.400 .400 .400
. S e p t e m b e r  I N .  2 0 1 6

C ompany 's F inancia l Str eng th A
Sto cks Pr ice  S ta b i l i ty 9 5
Pr ice  Gr ov nh Per sistence 70
Ear n ings Pr ed ictab il i ty 80

T o  s u b s c r i b e  c a l l  1 8 0 0 V A L U E L I N E
A l l Q g w 1 e se ¢ v e 4 . o b t a i n e d f r o m s our c es be loved t o b e r e l i a b l e A n a i s p r o v i d e d w i th o u t w a rra rl ie s  d " kind.

rH PUBUSHER i s no r RESP sisL£ FOR ANY ERRORS OR OMISSIONS HEREIN. tor subscribers own noncorrunefcial. irtemal use. o pan
puliicaliun. ser lire a product

w a r d  e s p e c i a l l y  a t  t h e  g a s  u t i l i t y  o p e r a
t i o n .  T h e  E n e r g y  S e r v i c e s  l i n e  a n d  t h e  I n
f r a s t r u c t u r e  S e r v i c e s  d i s t r i b u t i o n  b u s i n e s s
s h o u l d  a l s o  p e r f o r m  w e l l .  T h a t  s a i d  t h e
I n f r a s t r u c t u r e  S e r v i c e s  t r a n s m i s s i o n  l i n e
o p e r a t i o n s  w i l l  p r o b a b l y  c o n t i n u e  t o  e x p e
r i e n c e  c h a l l e n g e s  r e l a te d  to  i n c r e a s e d  c o i n
p e t i t i o n  i n  t h e  n e a r  t e r m .  E v e n  s o  t h e
l o n g t e r m  o u t l o o k  i s  s o m e w h a t  b r i g h t e r
h e r e  a s  u p c o m i n g  p i p e l i n e  p r o j e c t s  s h o u l d
s e r v e  t o  r e d u c e  c o m p e t i t i v e  p r e s s u r e s .  Th e
c o m p a n y  h a s  a f f i r m e d  i t s  c o n s o l i d a t e d

o f  $ 2 . 4 5  t o  $ 2 . 5 5  p e r
O u r  e s t i m a t e  l i e s

a t  t h e  l o w  e n d  o f  t h i s  r a n g e .
W e  e x p e c t  s o l i d  g r o w t h  i n  r e v e n u e s
a n d  e a r n i n g s  h e r e  o v e r  t h e  p u l l  t o
2 0 1 9 2 0 2 1 .  M o r e o v e r  V e c t r e n  e a r n s  g o o d
m a r k s  f o r  S a f e t y  F i n a n c i a l  S t r e n g t h  a n d
E a r n i n g s  P r e d i c ta b i l i t y .  V o l a t i l i t y  i s  b e l o w
a v e r a g e t o o  ( B e t a : . 7 5 ) .  H o we v e r th e

W e  e n v i s i o n  m o r e f a v o r a b l e  e a r n i n g  s s t o c k s  p r i c e t o e a r n i n g s  m u l t i p l e  i s  s o m e
c o m p a r i s o n s  f o r  t h e  b a c k  h a l f  o f  t h e wh a t  g r e a te r  t h a n  t h e  h i s t o r i c a l  a v e r a g e .
y e a r  a n d  f u r t h e r  i m p r o v e m e n t  f r o m a n d  l o n g te r m  to ta l  r e tu r n  p o te n t i a l  i s  n o t
2 0 1 7  o n wa r d .  V e c t r c n s  u t i l i t y  b u s i n e s s e s c o m p e l l i n g  a t  th i s  j u n c tu r e .  P a t i e n t  i n v e s
r e m a i n  w e l l  p o s i t i o n e d  i n  t h e i r  I n d i a n a t o r s  m a y  w a n t  t o  w a i t  f o r  a  m o r e  a t t r a c -
a n d  O h i o  t e r r i t o r i e s  a n d  we  e x p e c t  g o o d f i v e  e n t r y  p o i n t .
p e r fo r m a n c e  wi l l  c o n t i n u e  h e r e  g o i n g  fo r M i c h a e l N a / J u l i  C P A

(A) Diluted Eps. Excl. nonrecur. gain (loss): vest. plan avail. 1 Shareholder invest. plan equity range from 10.15% to 10.4%. Regu
09 15¢. Next egg report due early November. avail. (C) Incl. inland. In 15 $6.66/sh. (D) In oratory Climate: Above Average.

(B) Dwds historically paid in early March millions. (E) Electric rate base determination:
June September and December. lDivd rein fair value. Rates allowed on elect. common
o 2016 Vahze Line Inc. Factual malenal is

N r i r m x a i i m ssm n n
di ln1aybereoloduced1esdsl .sloiedol l1arisml ledinany pieddecuomcof clhalo¢m.ofu lot geiieralngolmarkeunq any pnmedoldeclronn:
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l 20172010 20112004

AnnITotaI
Price Gain Recur

High 55 Ni l 3%
Low 40 3  % 4%
Ins ider Dec is ions

N D J F u A M

t4>Buy

O n d a n s 1

108011

Ins t i tut ional Dec is ions
uazow 10816 292016

10Buy 171 1 6 8 2 1 8
10$el 1 1 7 1 6 7 174
nor 000  100287  100238 99811

2 0 0 0  I  2 0 0 1 2 0 0 3

- - " - - _ - 2 - - I "- 1 f - - - " I N i - U_..... l---- - - _ 1:l:::::::lg l ! ! - l n n n n i l i u m_ W - - - - "
- - -- - - - - _ _ -- I - I - I l h h l i l l l

- -
anaanima 2411513413 _ [ gg -mm

18.23

3.28

1.55

.92

.» :I: : ¥ .I 1 .
l

19.15

5.45

3.05

1.84

.  o

30.75

24.77

4.77

1.00

1.20

1.89

13.68

16.35 Revenues per sh
4.85 Cash Flow" perch
2.55 Eamings perch A
1.60 Divd Decld perch 81t

apI pending per
Book Value per sh c

.o  8
| 6.00lamlawlm!

I
86.84

14.8

.79

4.0%

H

33.80 31.20 20.06 17.02

6.96 5.32 3.77 3.12

.89 d.58 1.48 1.17

1.44 1.20 .87 .80

4.4 .37 . .1

27.20 25.97 14.23 16.13

70.0 70.08 72.84 1 86.03

20.6 . . 14.0 10.8 17.4

1.34 . . J e .62 .92

7.9% 5.8% 8.6% 5.5% 3.9%

CA P I T A L  S T RUCT URE  a s of 6130116

T ota l  Debt $37165 m i l l .  Due In  5  Yrs $800 m i l l .

LT  Debt $33871 m i l l . LT  In terest $145.0  m i l l .

(LT  i n terest earned: 4 .2x) W
Pension Assets 12/15 $654 mill Oblig. $864mill.

»M
Pfd Stock None

6900
0600

2965

475

30.0%

10.0%

50.0%

50.0%

7500

9000

6.0%

10.0%

10.0%
Common Stock 141 .353426 she.
MARKET CAP: s1.a billion (Large Cap) 8

2015
2.5

5654
6.68

6772
5167
56.1
+.2

ELECTRIC OPERATING STATISTICS
2013 2014
+ 35 +1 .5
5407 5747
6.47 6.72
6671 6698
5489 5226
55.9 56.2
+.2 +.2

I? W"
Avg lr\iu3 8 : WH(¢)

Peak Load. S.|nrlrns 4vr)
Ame Load Face( I
% Orange Cuslumefs ywxl)

r 323

Past
10 Yrs. c o m e  u n d e r  i n te n s e  r elgulatory scrutiny. The agreement calls or Wcslar share2.5%

5.0%
5.0%
5.0%

FxedCha Coy. %l

ANNUAL RATES
of change (vet sh)
Revenues
"Cash Flow
Eamings
Dividends
Book Value

Past
5 yrs.
1.0%
4.0%
9.0%
3.0%
4.0%

332 330

Estd '1315
to '1921

2.5%
4. 5%
6. 0%
3. 0%
5.0%

.  |

Cal
endar

2013
2014
2015
2016
2017

QUARTERLY REVENUES (S mill.)
Mar.31 Jun.30 5 .30 Dec.31

546.2 569.6 695.0 559.9
628.6 612.7 764.0 596.4
590.8 589.6 732.8 546.0
569.5 621 .4 765 639.1
590 640 785 665

Full
Year

2370.7
2601.7
2459.2
2595
2680

|
Full
Year

technically a "public utility which means nickel to $2.45 a share to reflect lowerfuel costs and greaterthancxpcctod
2.27
2.35
2.09
2.45
2.55

Full
Year

1.31
1.35
1.39
1.43

C a n
ender

2013

2014

2015

2016

2017

C a b
ender

2012

2013

2014
2015
2016

EARNINGS PER SHARE A
Mar.31 Jun.30 Se .30 Dec.31

.40 .52 104 .31

.52 .40 1.10 .33

.38 .46 .97 .28

.46 .51 1.03 .45

.53 .48 1.10 .44

QUARTERLY DNIDENDS PAID 5-1
Mar.31 Jun.30 Se .30 Dec.31

.32 .33 .33 .33
.33 .34 .34 .34
.34 .35 .35 .35
.35 .36 .36 .36

$5.31lsh. (D) Rate base determined: fair value.

18.37 18.09 16.98 17.04 18.34 17.27 17.88 18.48 19.76 17.40 18.20

3.94 3.77 3.14 3.59 4.24 3.97 4.30 4.41 4.55 4.26 4.70

1.88 1.84 1.31 1.28 1.00 1.79 2.15 2.27 2 3 5 2.09 2.45

.98 1.08 1.16 1.20 1.24 1.28 1.32 1.36 1.40 1.44 1.52

.  5 7. . .4 . 6.47 4.96 7.45

17.62 19.14 22.03 22.89 23.88 25.02 25.87 26.15

87.39 95.46 108.31 109 .  7 112.13 125.7 128.25 131.69 141.35 14

12.2 14.1 17. 14.9 13.0 14.8 13.4 14.0 15.4 18.5 Boldflg Sm AvgAnnIPlERa1io
.66 .75 1.02 .99 .83 .93 .es .79 .81 .94 Val Llm Relative PIE Ratio

4.3% 4.2% 5.2% 6.3% 5.3% 4.8% 4.6% 4.3% 3.9% 3.7% es t /  " " AvgAnnIDivdY1e1d

1605.7 1726.8 1839.0 1858.2 2056.2 2171.0 2261.5 2370.7 2601.7 24592 2680 Revenues (small)
165.3 168.4 136.8 141.3 203.9 214.0 275.1 292.5 313.3 291.9 375 NelProfrt $MiII
25.4% 27.5% 24.8% 29.4% 29.0% 30.9% 33.1% 31.9% 33.5% 30.0% 30.0% Income Tax Rate

. . 10.4% . . . . . . . . . . 10.4% 10.0% 10.0% 10.0% AFUDC%toNetProf1l
50.0% 50.6% 49.8% 53.4% 53.6% 49.5% 51.2% 50.0% 50.0% 47.5% 50.0% LongTerm Debt Ratio
49.3% 48.9% 49.7% 46.1% 46.0% 50.1% 48.8% 50.0% 50.0% 52.5% 50.0% CommonE u Ratio
3124.2 3738.3 4400.1 4866.8 5180.9 5531.0 5938.2 6131.1 6596.2 6958.8 7000 Total Capital (sum)
4071.6 4803.7 5533.5 5771.7 6309.5 6745.4 7335.7 7848.5 8441.5 8793.1 0700 Net Plant $mill

6.7% 5.8% 4.2% 4.4% 5.5% 5.3% 6.0% 6.1% 6.0% 4.2% 5.0% Return onTotalCapl
10.6% 9.1% 6.2% 6.2% 8.5% 7.7% 9.5% 9.6% 9.5% 8.0% 9.0% Retumon Shr.Equity
10.7% 9.2% 6.2% 6.3% 8.5% 7.7% 9.4% 9.6% 9.5% 8.0% 9.0% Return on ComE u D
5.5% 4.3% 1.2% 8% 3.1% 2.7% 4.0% 4.2% 4.3% 2.9% RetainedtoCom Eq
49% 53% 80% 87% 63% I 65% 57% 56% 55% 69% AllDiv'dstoNetProl

BusinEss: Westar Energy Inc. formerly Western Resources is depreciation rate: 4.0% Estimated plant age: 17 years. Fuels: coal
the parent of Kansas Gas a Electric Company Westar supplies 44%: nuder 8%: gas. 33%. renewable 15%. Has 2330 employ
electricity to 700.000 customers mostly in Kansas. Electric revenue hes. CEO and President: Mark A. Ruelle. Chainman: Charles Q.
sources: residential and rural. 39%; oommerdal and business Chandler. Incorporated: Kansas. Address: 818 South Kansas Ave
33%: industrial 28%. The company sold its investment in ONE OK hue. Topeka. Kansas 66612. Telephone: 7855756300. Internet:
in 2003 and 85% ownership in Protection One in 2004. 2015 www.westarenergy.oom.

T h e  $ 8 . G  b i l l i o n  ta k e o v e r  o f  W e s ta r  U t i l i t i e s  th a t  h a v e  fa c e d  s i m i l a r  i n q u i r i e s
E n e r g y  b y  G r e a t  P l a i n s  E n e r g y  h a s  i n  r c c c r i t  y e a r s  h a v e  h a d  to  o f fe r  u p  c o ncessions such as divesting certainbusinesses or sweetening the deal for cusholders to receive S60 (85% in cash 15% in tamers. to get their agreements ratified.stock) for each of their shares. The Mis Rather than the companies going throughsours Public Service Commission (MPSC) a protracted legal battle we think WR andbelieves the transaction should be subject GXP would be willing to compromise onto the approval of Missouri regulators. certain issues with the commission. Eitherwhile Great Plains Energy has asserted way investors should pay close attentionthat it only needs permission from the to the actions that the MPSC undertakesKansas Corporation Commission to close in the subsequent weeks.the deal. The MPSC has come out strongly The company affirmed its 20 lG earn-against the merger describing it as inks guidance. It continues to anticipate"detrimental to the public interest." The fullyear share net of between $2.38 andcommission has also stated that. based on $2.53. We have raised our estimate by acurrent Missouri law Westar Energy is savthe commission can claim jurisdiction and inks from ongoing costcontrol initiatives.block the sale. Great Plains Energy has The issues Timeliness rank remainsdisputed this and said it would appeal any suspended due to the pending merger.such decision through the court system. Although recent challenges have made obGreat Plains may have to offer up faining regulatory approval a bit harder.some concessions to get its takeover we continue to expect the deal to be apapproved. If the MPSC attempts to block proved in due time. Consequently. inves-the merger it would hold up a transaction tors should hold onto these shares untilthat Wester and Great Plains have been the merger is completed in our view.expecting to close by the first half of 2017.Daniel Henigsan SepiaInbvr16 2016

A
95
75
85

Companys Financial Strength
Stocks rice Stability
Price Groff Persistence
Earnings Predictability

To  s ubs c r i be  c a l l  1s 0o-vA LuE unE

(A) EPS diluted from 2010 onward. Exd. non report due late November.
recur. gains (losses): 00 $1.07; 01 27¢ 02 (B) Divds paid in early Jan. April July and Rate allowed on common equity in 15: 10.0%
($12.0 ): 03 77¢. 08 39¢ 11 14¢. Eamings Oct. I Divd reinvest plan avail. T Shareholder earned on avg. com. eq. 15: 95%. Regul.
may not sum due to rounding. Next earnings invest plan avail. (C) Incl. reg. assets. In 2015: Clim.: Avg. (E) In mm.
=201sva1 Li hc.All efve4.Fral l . d 0blil1et1lt b e i e d t b e e l b l e a . pm ~ i aavl n l w m l k d .
THE pU8L1$';.leER l '§nor Resp'8v"§le'fr8 FOR Anc[uRRomRa$e8R gmlssious H3'8El i»'"lL'§J»u»3Zlm .2 M;131 su»8&i»8s own ?l .mmaZl§l .T~£§a°..2"l0 ,Et
d I may be reprollucenl. resold. sloie4 or uansrriled in any priraeP. electronic 01 other lord or us for generating or markcliig Ely primed or electronic publication. service or pruducl.
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An n IT o ta l
Pr ice Ga in Return

High 4 5 6 %
Low 4 0 N i l 3 %
I n s i d e r  D e c i s i o n s

0  J  F  M  A  M  J
lo8uy
Options
t05elI 00000000
Institutional Decisions

aozms 1az016 102016
1o8uy 261 292 306
to l d 228 231 218
no 000 363202 370041 364911
2 0 0 0  s  2 0 0 1 20072005 2006 2017mmfzmzlznnzl r z m l a n n a i i n a m m i n m n : m a

- -
1 -

_ -
23.40

3.45
1.35
.91

20.84
3.27
1.27
.81

2 0 0 8

24.69
3.50
1.46
.94

21.08
3.48
1.49
.g7

21.38
3.51
1.56
1.00

f ll l

24.16
3.81
1.35
.88

4.
14.28

Revenues per sh
Cash Flow" per sh

Eamlngs per ch A
Div 'd DecI'd per  sh a l 1

ap l pend ing per  sh
Book Value per  sh c

23.25
6.25
2.75
1.70
5.75

25.50
508.00: w e

21.25

5.05
2.20
1.36
6.00

21.10
508.00
s014 Na

Val
est

21.55
5.30
2.30
1.44
5.05

22.60
508.00
s an

WE Llm
HIS

23.86
3.28
1.20

.85
3. 5

13.37
403.39

15.4
.82

4.6%

- l l

11750
1400

K M

34.11 43.56 23.89 19.90

4.12 5.09 3.14 3.35
1.60 2.27 .42 1.23
1.48 1.50 1.13 .75
3. 7.40 .04

16.37 17.95 11.70
339.79 345.02 398.71 398.96 400.46

14.3 12.4 NMF 118 13.6
.93 .64 NMF .66 .72

6.4% 5.3% 6.6%  I 5.2% 4.7%

CAPITAL STRUCTURE as Of 6130116
Total Debt $14252 mill. Due in 5 Yrs $5011 .0 mill.
LT  Debt $13105 mill. LT  Interest $602.8 mill.
Ind. $164.0 mill. capitalized leases.
(LT interest earned: 3.8x ) W W

M MLeases Uncapitalized Annual r entals $241.6 mill.
Pe n sio n As$et$12 I15 $2883.8 mill.

Obllg .  $35678 mill.

52.5%
47.5%

27500
38400p fd  Stock N one

M
Sm. comml & indI  36% ; lg .  commI & ind l.  18%  other .  15% . Gen

C ommon Stock 507952795  she .
as of 8/1/16
MARKET CAP: $21 billion (Large Cap)

ELECTRIC OPERATING STATISTICS
2 0 1 3 2 0 1 4

# .3 +.2
2 3 8 7 5  2 4 4 7 5

6.23 6 .47
N A N A

2 1 2 5 8  2 1 4 2 9
N A N A
+.8 + . 9

2 0 1 5
. 6

2 3 5 2 1
6.10N A

19583
N A
+.9

'ACt\a neusam
U m W N W M
U m e & I M n m (¢)
CapaclIyalpeak( I..
P¢auLua¢sur-me )
A4I\1JdLoadF3cDf
Xonngeomnmesyr¢f4l

nFixed

ANNUAL RAT ES
of change (pa sh)
R e v e n u e s
" C a sh  F lo w
E a mi n g s
D iv idends
Bo o k Va lu e

o

. n

F u l l
Year

Cab
ender

2013
2014
2015
2016
2011

Cab
ender

2013
2014
2015
2016
2017

Cab
ender

2012
2013
2014
2015
2016

Rate relief is the main driver of the
profit growth we estimate in 2016 and
2017. gm 2016 estimate is within Xcc1s
guidance of $2.12$2.27 a share. We fore
cast an increase next ear in line with the
companys goal of 4%8/> annual growth.
This timely and highquality stock has
a dividend yield that is about equal to
the utility average. Iiko most utility is
sues the recent quotation is within our
20192021 Target Price Range. According
ly total return potential is unexciting.
Paul E. Debbas CFA October 28 2016

Coy. 'A 3 2 1 344 3 5 8

P a s t P a s t  E s t d  1 3 1 5
10 Yy$ 5 Yrs. to '1921

.5% . . .5%
2.5% 4.5% 6.5%
5.0% 6.0% 5.5%
4.0% 4.5% 6.0%
4.5% 4.5% 4.0%

QUARTERLY REVENUES (S mill.) F u l l
M a r . 3 1  Ju n . 3 0  S e  . 3 0  D e c . 3 1 Year

2783 2579 2822 2731 10915
3203 2685 2870 2928 11686
2962 2515 2902 2645 11024
2772 2500 2928 2600 10800
2800 2550 3000 2650 11000

EARNINGS PER SHARE A F un
M a r . 3 1  Ju n . 3 0  S . 3 0  D e c . 3 1 Year

.48 .40 .73 .30 1.91
.52 .39 .73 .39 2.03
.46 .39 .84 .41 2.10
.47 .39 .89 .45
.54 . 4 0 .90 .46

QUARTERLY DNIDENDS PAID B I 1
M a r . 3 1  Ju n . 3 0  S . 3 0  D e c . 3 1

.26 .26 .27 .27
.27 .27 .28 .28 1.10

.30 .30

.32 .32

.34 .34

A)  Diluted Eps. Excl. nonrecur r ing gain
l o sse s  0 2  ( 5 6 2 7 )  1 0  5 ¢  1 5  ( 1 6 ¢ ) ;  g a in s

e q .  1 5 :

A+
100

55
100

C ompany s F inancia l  S tr eng th
Sto cks Pr ice  S ta b i l i ty
Pr ice  Gr ow th  Per sistence
Eamings Pr ed ictab i l i ty

T o  s u b s c r i b e  c a l l  1 8 0 0 - V A L U E U N E

2 0 1 5

21.90 20.76 21.92 23.11 21.72

3.79 4.00 4.10 4.28 4.56
1.72 1.85 1.91 2.03 2.10
1.03 1.07 1.11 1.20 1 2 s

. . . 4.5 5 .  7 7.26
14.70 15.35 16.76 17.44 18.19 20.89

407.30 428.7 453.7 457.51 48 .49 487.96 49797 505.73 507.54
14.8 1 . 13.7 1  . 1 14.1 14.2 14.8 15.0 15.4 16.5 Avg Ann'l PIE Ratio
.80 .89 .so .85 .90 .89 .94 .84 .81 .84 Relatlve PIE Ratio

4.4% 4.0% 4.7% 5.1% 4.5% 4.2% 3.9% 3.9% 3.8% 3.7% Av gAnnI01v a1n¢ la

9840.3 10034 11203 9644.3 10311 10655 10128 10915 11686 11024 10800 11000 Rev enues($mlll)
568.7 575.9 645.7 685.5 121.0 841.4 905.2 948.2 1021.3 1063.6 1115 1175 Net Pr ofit Smlll

24.2% 33.8% 34.4% 35.1% 37.5% 35.8% 33.2% 33.8% 33.9% 35.8% Income Tax Rate
9.8% 12.5% 15.9% 16.8% 11.7% 9.4% 10.8% 13.4% 12.5% 7.7% AFUDC % to Net Prot1t

52.1% 49.7% 52.2% 51.6% 53.1% 51.1% 53.3% 53.3% 53.0% LongTerm Debt Ratlo
47.0% 49.4% 47.1% 47.7% 46.3% 48.9% 46.7% 46.7% 47.0% C o mmo n E  u R atio
12371 12748 14800 15277 17452 17331 19018 20477 21714 23092 24475 24875 Total Capital (sum)
15549 16676 17689 18508 20663 22353 23809 26122 28757 31206 32825 34275 Net P1ant Small

6.2% 6.3% 6.0% 6.2% 5.7% 6.5% 6.1% 6.0% 6.0% 5.8% 6.0% 6.0%  RelumonT o1alCap' l
9.6% 9.0% 9.1% 9.3% 8.9% 9.9% 10.2% 9.9% 10.0% 10.0% 10.0% 10.5%  Retumon Shr .Equity
9.7% 9.1% 9.2% 9.4% 8.9% 9.9% 10.2% 9.9% 10.0% 10.0% 10.0% 1 0 . 5 %  R e tu mo n C o mE u E
3.6% 3.1% 3.8% 3.7% 3.6% 4.3% 4.7% 4.5% 4.5% 4.3% 4.0%  Retained to ComEq
63% 66% 59% 61% 59% 56% 54% 54% 55% 57% 62%  AI ID lv 'dSto  N e lPr o l

B U S I N E S S :  X ce l  E n e r g y  I n c .  is  th e  p r a tt o f N o r th e r n  S ta te s mill.  electr ic 1.9 mm. gas. Elec. rev . breakdown: residential. 31% .
Pow er  w h ich  supp l ies e lectr ic i ty  to  M inneso ta  Wisconsin .no r th
Dakota South Dakota a Michigan & gas to Minnesota. Wisconsin eating sources not available. Fuel costs: 43% of revs. 15 reported
North Dakota & Michigan; Public Service of Colorado. which sup depr. rate: 2.8%. Has 11700 employees. Chairman Pres. & CEO:
plies dectridty & gas to Colorado; & Southwester Public Servioe. Ben Fowke. Inc.: MN. Address: 414 Nicollet Mall. Minneapolis. MN
which supplies electricity to Texas & New Mexico. Customers: 3.5 55401. Tel.: 6123305500. Internet www.xcelenergy.com.
Xcel  Ener s uti l i ty subsidiary in Some other rate cases are pending or
Minnesota as reached a settlement concluded. In Texas Southwestern ub-
of its multiyear electric rate case. lie Service is seeking an electric increase of
Northern States Power had requested tar $61.5 million based on a 10.25% return on
off hikes of $194.6 million in 2016 $52.1 a 54% commonequity ratio. An order is
million in 2017 and $50.4 million in 2018. expected in the first quarter with the in
based on a return of 10% on a common crease retroactive to July 20th. In New
equity ratio of 52.5%. (The utility is now Mexico the utility settled for an electric
collecting an interim rate increase of boost of $23.5 million which took effect in
$163.7 million.) The settlement calls for August. In Wisconsin NSP is asking for
raises of S75.0 million in 2016 (plus $37.4 electric and gas hikes of $26.9 million and
million to make up for a shortfall Ir\ $4.8 million respectively based on a 10%
kilowatthour sales) $59.9 million in 2017 return on a 52.5% commonequity ratio. A
nothing in 2018 and $50.1 million in 2019 ruling is expected in late 2016 with new
based on a return of 9.2% on a common rates effective at the start of 2017.
equity ratio of 52.5%. The agreement is
subject ro approval by the Minnesota com
mission. Not every intervenor signed on
so the final decision isnt expected until

2.20 June.
2.30 The settlement, if approved will help

Xcel attain its goal of narrowing the
map. between its allowed and earned

106 OEs. This gap is now roughly one per
. centage point and the company wants to

.28 .30 1.18 reduce this to a half percentage point by

.30 .32 1.26 2018. To achieve this the company will

.32 .34 need rate relief in other states.
earnings repor t due ear ly  Nov . (B)  Divds his tangibles. In 15: $5.53I5h. (D)  In mill. (E)  Rate

;= . . to r ica lgy  pa id  midJan . .Apr .Ju ly .andOct base:Var ies.Rate a llowed on com.eq.
glosses on d iscontinued ops. :  03 27¢; 04 'D iv  . r emv estmentp lan  av a ilab le .  t Shar e blended) : 9.8%  earned on avg. com.
30¢)  05 .3¢  06 .  1¢ .  09 .  ( 1¢ ) .  10  1¢ .  N ex t holder  lnvestment plan available. (C) Incl. ln .5% . Regulatory  Climate:Average.

¢ 2016 Value Lne. Inc. Al r?ls reserved. Factual material is obtained loom sources believed lo be reliable and is. provided vaihoil warranties al an. kind.
THE PUBLISHER IS NOT RESP NSIBLE FOR ANY ERRORS OR OMISSIONS HEREIN. lh;;1Jubllcatmn is strictly lot subscriber s cm f10f\COUlD¢ICI8l ntemal use. o pan
oflmayberepm¢iucedresoldstofedor transrnmedIn any printed dedrcncoroMer lorduru iorgernerarngormarkelngaiypnmedordedrcnc pubicauonselvuceorprorluct
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S&P 500

2139.12 >
Dow 30

18120.17

Nasdaq

5,235.03
\

. ~\4.04 (0.00 v.) 3.63 (0.02 'H 9.54(41av.) A.- ,_-

TRADE FOR $7.95Scoff/nada ALECRY A TRAUYH g TISKF
UH THE Ki l l

ANNGUHCUJENT. ALE AQualify for 4000
8: 50 Fr- Trados

. umm-_ ow

gains
0.38%n4=r44»ar:1E»...¢¢.*

ALLETE, Inc. (ALE)
1 f J

TY Add so watchlist

NYSF NYSE Real Time Price Currency in USD c l
60.74 +0.23 (+0.38 %)
AI dose 4:02 PM EDT

People also watch

LNT  AVA BKH IDA WR

Conversations Profile FinancialsStatistics Holders Historical DataSummary Options Analysts

Current Oar Next QU

Currency m USD

Next YearCurrent yearEamlngs Est imate

4 2 5 5No. of Analysts

0.97 3.120.73 3.52Avg. Estimate

Low Estimate 0.92 0.72 3.08 3.48

1 0.74 3.15 3.65High Estimate

0.411.25 3.123.06Year Ago EPS

ClIlGI\\ QtrRevenue Estimate Next Dir C\!1!r* Yo8f NGXI Year

1 1 3 3No of Analysts

442M 1.39B330.5M 1.34BAvg. Estimate

Low Estimate 330.5M442M 1.25B 1.31B

442M 330.5M 1.46B 1.498High Estimate

462.5M 380.6M 1.49B 1 .34BYear Ago Sales

960%13 20%.4.40% 3.60%Sales Growth (year/est)

9/29f2015 12130/2015 3/30/2016 emr2016Earnings History

EPS Est. 1 .02 0.90.78 0.51

EPS Actual 1.25 0.41 0.50.93

DiRerence 0.23 0.37 0.010.03

22.50% 47.40% 2.00%3.30%Surprise %

9/19/2016http://finance.yahoo.com/quote/ALE/analysts?p=ALE
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Next YearCurred yearNext QtrCulvert OtrEPS Trend

3.523.120.730.97Current Estimate

3.520.73 3.120.977 Days Ago

3.533.140.7509730 Days Ago

3.521 0.77 3.260 Days Ago

3.513.190.780.9990 Days Ago

men Y€8 YCurrent YearNext QtrCurran! ODEPS Revisions

N/AN/AN/A N/AUp Last 7 Days 1
l

1

N/ANIAN/A NIAUp Last 30 Days
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DTE Energy Company (DTE)
Quote Lookup

Q Ada to watchlust
NYSE NYSE Real Time Price Currency in USD O
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profileConversations Statistics Financials Holders Historical DataSummary Options Analysts

Next Orr Currerll yearCurran! QV.

Currency in USD

MM YearEamlngs Estimate

5e 1413No. of Analysts

1.39 1.2 5.285.07Ava Estimate

Low Estimate 1.3 1.12 5.04 5.2

1.45 1 .26 5.12 5.38High Estimate

1.4 1.01 4.82 5.07Year Ago EPS

Current QtrRevenue Estimate Next Orr next YearCurrent Year

3 63 7No. of Analysts

2.6B 2.82B 10.72B 11.088Avg. Estimate

Low Estimate 2.52B 2.55B 10.15B9.91 B

2.738 3.04B 11.53B 11.78BHigh Estimate

2.49B2.6B 10.34B 10.72BYear Ago Sales

0.30% 13.30% 3.70% 3.40%Sales Grovnh (year/est)

12/30/20159/29/2m 5 3/30/2016 6/29/2016Earnings History

EPS Est. 0.991.25 1.5 0.89

EPS Actual 1.4 1.01 1.52 0.98

Difference 0.15 0.020.02 0.09
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12/30/2015

2.00%

9129/2015
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Earnings History

Surprise %

Next YearCurrent YearNext OrrCurrent QtrEPS Trend

5.285.071.39 1.2Current Estimate

5.281.2 5.071.397 Days Ago

5.275.071.39 1.230 Days Ago

1.17 4.95 5.261.36ea Days Ago

5.264.951.36 1.1790 Days Ago

Next YearN€X1 QtrCurrent Orr Current YearEPS Revisions

N/AN/AN/A N/AUp Last 7 Days

1N/AN/A 1Up Last 30 Days

N/A N/AN/AN/ADown Last 30 Days

N/AN/AN/A N/ADown Last 90 Days

DT E Sector S&P 500Growth Estimates industry

_0.70% 3.23Current Qtr.

18.80% 0.00Next Qtr.

5.20% 1.70Current Year

Next Year 0.154.10%

0.075.35%
Next 5 Years (per
annum)
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Past 5 years (per
annum)
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Curran! Orr Mn M

Currency in use

NQXI euCurrent YeaEamlngs Est imate

18 2010 10No. of Analysts

0.931 .22 4.143.89Avg. Estimate

Low Estimate 0.831 .08 3.6 4.05

1.31 41.12 4.28High Estimate

0.88 4.1 3.891.16year Ago EPS

Revenue Estimate Current Qtr Current year Next yearNext Orr

e e 1412No of Analysts

3.98B 12.37B3.168 12.75BAvg. Estimate

Low Estimate 3.48B 11.81B2.51B 11.39B

3.92B4.43B 13.93B 14.37BHigh Estimate

2.34B3.768 11.52B 12.37BYear Ago Sales

34.90%5.70% 7.40% 3.00%Sales Grove»Ah (year/est)

12/30/20159v 29I2015 3/30/2016 6/291201 eEarnings Hlstory

EPS Est. 1.17 Q580.6 0.97

EPS Actual 1.16 0.88 0.B2 0.as

Difference g as.001 0.120.28
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New\ YearNext Oar Curter* YearCunenr OrrEPS Trend

4.143.890.931 .22Current Estimate

4.143.890.931 .227 Days Ago

4.143.90 .931 .2330 Days Ago

4.143.891 .19 0 .8760 Days Ago
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Next OleCurrent Qtr Current veer m an YB8EPS Revlslons
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1 221Down Last 30 Days

N/ ANIAN/ A N/ADown Last 90 Days

S&P  500SectorEIXGrowth Estlmates muusuy I

5 .2 0 % 3 .23Current Qtr.

5 .7 0 % 0.00Ne x t Q tr.

5.10% 1 .70Current Year

Vanguard°vour
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today.
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NYSE . NYSE Real Time Price Current' in USD O
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Currency an us D

Next yearCurrent YearC urre rN  Oa r Next OttEamlngs Estimate

41 41No. of Analysts

2.562.4N/A1.9Avg. Estimate

N/A 2.41.9 2.3Low Estimate

N/A1.9 2.882.48High Estimate

2.41.4 2.030.02Year Ago EPS

Current yearCurrent Qtr Next YeaNext QtrRevenue Estimate

2N/AN/A 2No. of Analysts

N/A N/A 930.9M 950.75MAvg. Estimate

944.19MLow Estimate 921.99MNIAN/A

N/A N/A 939.8M 957.3MHigh Estimate

N/A 607.92MN/A 9309MYear Ago Sales

N/AN/A 2.10%53.10%Sales Growth (yearlest)

9/29/2015 12/30/2015 61294016arae/201 eEamlngs History

EPS E$[ N/A 0.441.2 0.07

0.14 0.551.4 0.02EPS Actual

0 07 0.110.02Difference 0.2
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Next QtrCurrent Oar Curref\l Year Non YeaEPS Trend

2.41.9 2.56N/ACurrent Estimate

N/A1.9 2.562.47 Days Ago

2.56237N/A1.930 Days Ago

2 0.2 2.642.52so Days Ago

1.65 0.2 2.642.5290 Days Ago

Nan OarCurrent Qtr Next yearCurrent YearEPS Revlslons

N/A N/A N/A N/AUp Last 7 Days

N/A N/AN/A N/AUp Last 30 Days

N/A N/AN/AN/ADown Last 30 Days
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u C .17okup

Q Add to watchlist

NYSE NYSE Real Time Pnce Currency in USD
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Holders Historical DataFinancialsProfileConversations Statistics Options AnalystsSummary

currency nn use

Next YearCurrent Y 83fCurrent Qtr Next QtrEarnings Estimate

199 2010No. of Analysts

5.160.51 6.611.99Avg. Estimate

4.91 4.81.44Low Estimate 0.17

2.39 5.567.291.1High Estimate

6.611.9 61 .58Year Ago EPS

Next QtrCurrent Qtr next YearCurrent YearRevenue Estimate

13 146 5No. of Analysts

11.94B3.02B3.52B 11.79BAvg. Estimate

3.39B 2.62B 11.06BLow Estimate 11.24B

13.58B3.48B 13.45B3.88BHigh Estimate

2.518 11.79B3.37B 11.51BYear Ago Sales

1.30%2.40%20.30%4.50%Sales Growth (year/est)

3/30/201612130/20159/29/2015 6r2<ar2016Eamlngs History

1.051.45 1.182EPS Est.

3.11EPS Actual 1.9 158 1.35

0  1 0.17 2.060.13Difference
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196.20%14.40%9.00%

smrzms

5.00%Surprise %

Year Non YearCurrentCurrent Qtr next QtrEPS Trend

5.160.51 6.611.99Current Estimate I

l

l

5.161.99 0.55 6.7

l

5.176.512.02 0.58

5.10.58 5.222.11

5.11 5.242.12 0.58

7 Days Ago

30 Days Ago

e0 Days Ago

90 Days Ago

Next Orr Current Vear Next leafCurred OrrEPS Revlslons

111 N/A

11 52

N/A1N/A N/A

N/AN/AN/A N/A

Up Last 7 Days

Up Last 30 Days

Down Last 30 Days

Down Last 90 Days

S&P 500E T R Se cx o fGrowth Estimates Industry

4.70% 3.23Current Qtr.

-0.0067.70%Next Qtr.

1.7010.20%Current Year
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Q Add to watchllstGreat  Pla ins  Energy Incorpora ted (GXP)
Quote LookupNYSE NYSE Real Time price Currency in USD O

26.98 +0.18 (+0.67 %) 26.98 0.00 (0.00 %)
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People also watch
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Conversations FinancialsStatistics Profile Holders Historical DataSummary Options Analysts

Next QtrCUVYQY* QU Current Year

Currency in USD

Next YearEamlngs Estimate

5 4 9 11No. of Analysts

0.120.94 1.811.75Avg. Estimate

I
I
I

I
i
I

Low Estimate 0.87 0.09 1.761.72b
1.04 0.16 1.78 1.88High Estimate

0.82 0.15 1.751.37Year Ago EPS

New! QtrRevenue Estimate Current YearCunem QU Next Year

4 3 86No. of Analysts

808.95M 584.13M 2.71 B2.6BAvg. Estimate

Low Estimate 776M 5734M 2.548 2.598

832M 599M 2.65B 2.86BHigh Estimate

781 .4M 2.5B562.7M 2.6BYear Ago Sales

3.50% 3.80% 4.10% 3.90%Sales Growth (year/est)

9129/2015 3/30/20161213cr2015 6r29/2m6Earnings History

EPS Est. 0.88 0.17 0.14 0.42

EPS A¢tual 0.a2 0.15 0.17 0.55

Difference 0 06 0.02 0.03 0.13
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1.811 .750.120.94Current Estimate
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Next YearCUITGUI YearNext QtrCurrent QtrEPS Revlslons
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N/AN/AN/AN/ADown Last 90 Days

Sector S&P 500GXPGrowth Estimates industry

3.2314.80%Current Qtr.

0.0020.00%Next Qtr.
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Currency in USD

Next yearCurrent OU Next Qtr Current YearEa m l n g s Est i m a te

1 331No. o f Ana lysts

0.47 4.031 .75 3.89Avg. Estim ate

3.850.47 3.95Low Estim ate 1 .75

1 .75 0.47 3.92 4.09High Estim ate

1 .46 3.870.63 3.89Year Ago  EPS
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0 10%N/A 1 5 0 %N IASales Growth (year/est)

12/30/2015 3/30/20169r2912015 8/29/2016Ea rn i n g s H i s to ry

1.54 0.99EPS Est. 0.64 0.53

1.46 0.63EPS Ac tua l 0.51 1.12
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Earnings History
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1 . 7 5 0.47 3.89 4.03Current Estimate
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1 . 5 5 4.033.890.6490 Days Ago

Ne x t  Y e aCu n e m  Q t r CLl f7!l 1 l  yearnm QtrEPS Revlslons

N / A N / A N / AN/AUp Last 7 Days

N / AN/AN/A N/AUp Last 30 Days

N / A N / A N / AN/ADown Last 30 Days

N/AN / A N / AN / ADown Last 90 Days

IDA S&P 5 0 0S sd n fGrowth Estimates Indust ry
r 's v.3 ..

F
4 9

J3.231 9 . 9 0 %Current Qtr. z=
.A 'r - - "

. ..
L

.

, u l -25.40% -0.00Next Qtr. 5
\> \

*,=
0 . 5 0 % 1  7 0

I

Current Year +
Next Year 3 . 8 0 % 0 . 1 5

Your support brings hope.
4 . 0 0 % 0 . 0 7

Next 5 Years (per
annum) 0 Donate today.

A n n n a n n u a a a I
/A

N/A1 2 . 5 9 %
Past s Years (per
annum)

Recommendation Trends >

..0

2 .0
Svong Buy

Be
Hoi

1 . 0 UndefpwVorr

Se nI'llD

Ju n J o A u g S e p

Recommendation Rating >

3
v

2 3

H o l d

5

S e t !B u y

4
Unda
pedbrm

1

S t r o n g

B u y

9/19/2016http://finance.yahoo.com/quote/IDA/analysts?p=IDA



Page 1 of 3MGEE 56.78 0.57 1.01 % : MGE Energy Inc. - Yahoo Finance

MobileFinance AnswersN e wsFl ick sM a l l TumblrH o m e Groups Qrlry Yahoo Finance on Firefox >Sp o rts Ceneorery

1I

>
Dow 3018120.17 Nasdaq

5,235.03

S&P 500

2139.12
\ I

u.3.6: (0.02 Al .9.54 10.18 v-\0.04 (0.00 %)
1»14OPEN AN l AL THAN

l:h III 1...
grH lP.jl Mi NT.

® Scé f f n s a le
o rn o u  T R AD ES

S7 4 $0.70 PER
r n n n n A r l

M G E E

ga ins

1 .01 %

A c m e

1 E n » - e u * "

Exclus ive: Warren Buffett George Soros and more

MGE Energy Inc. (MGEE)
C [ IQ  Ad d  to  wa tch h s t

Na s d a q GS NasdaqGS Rea l T im e  P rice . Cunrenq in  USD

56.78 56.78 0.00+0.57 (+1.01 %) (0.00 %)
MSEX BKH

People also watch:
W GL W C NW NAl do se . 4 .00 PM EDT Afte r hours  4:00 PM EDT

FinancialsConversations profile Historical DataStatistics HddefsSu m m a ry Options Analysts

Wnsmy in use

Next YearCurran! Oar Cunem yearNext OnEamlngs Estimate

1 1N/AN/ ANo. of Analysts

2.3N/ A N/A 2.45Avg. Estimate

N/ A N/ ALow Estimate 2.3 2.45

N/ A N/A 2.452.3High Estimate
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11 1 1No. of Analysts
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N/AN/A 6 .1 0 % 2 .4 0 %Sales Growth (year/est)

Invblld D818Invalid Dalelnvau4 Dale 12/30/2015Ea m l n g s  H i s t o ry

N/ A N/ AEP S  Es t . 0 .47N/A

N/ AN/AEP S  A ctu a l N/A 0.32

N/A N/ A o.tsDifference N/ A

9/19/2016http://finance.yahoo.com/quoteMGEE/analysts?p=MGEE



Page 2 of 3MGEE 56.78 0.57 1.01 % : MGE Energy Inc. - Yahoo Finance
i

lnvahd Dateinvalid Dale

N/A

12:10/2215

31.90%

lnvalrd Date

N/A N/A

Eamlngs History

Surprise %

N€X! YearCurrent Year\laX( OffCurrent QtrEPS Trend

2.452.3N/A NIACurrent Estimate

0.410.55 2.452.37 Days Ago

0.55 2.452.30.4130 Days Ago

0.41 2.30.55 2.4560 Days Ago

2.450.55 0.41 2.390 Days Ago

nm YearCurrent YearCunem Qtr next QtrEPS Revisions

NIAN/AN/A N/AUp Last 7 Days

N/AN/A N/AN/AUp Last 30 Days

NIA N/A N/AN/ADown Last 30 Days

N/A N/A N/AN/ADown Last 90 Days

s8.p 500MGEE SederGrowth Estlmiies industry

N/A 3.23Current Qtr.

N/A 0.00Next Qtr.

11.70% 1.70Current year

0.156.50%Next Year

0.074.00%
Next 5 Years (per
annum)

N/A5.99%
Past 5 Years (per
annum)

Recommendation Trends >

Strong Buy

B e

Haiti

Uneerpennnvr

See |

0

Jun Jul Aug Sep

Recommendation Rating >

3

V _ _

5
Sell

3
Hold

2
B e

4
Under
perform

1
Strong

B e

9/19/2016http://finance.yahoo.com/quote/MGEE/analysts'?p=MGEE



Page l of 3NEE 124.74 1.42 1.15 % : NextEra Energy, Inc. Common Sto - Yahoo Finance

FranceMari NewsHome T umbleFlickr Answers MobileSports Cd8bf1ty Groups .rér, Yahoo Finance on F»refox
1

i

DOW 30

18120.17

S&P 500

2139.12 >
Nasdaq

5,235.03
I 14 I.0.04 (0.00 v.) 3.63 10.02 %) .9.54(0.1a°A)

TRADE FOR 5795Scaflrade

NEE Aorly re '1oo0
lm so Fr- Trad-

NEE is
breaking

outNEEomnmn |nun Apply

Exclusive: Warren Buffett. George Soros and more

NextEra Energy, Inc. (NEE)
Quote Lookup

Add to watchlrst
NYSF NYSE Real Time Price Currency In USD

I E
124.74 +1.42 (+1.15 %) 124.69 -0.05 (-0.04%)
At close 4 03 PM EDT

People also watch;
D PPL SO AEP PEGAfter hours. 4.44 PM EDT

Conversations Profile FinancialsStatistics Hoidefs Historical DataSummary Options Analysts

- -

Current Qtr

Currency in USD

Next YeaCurrent YearNext QtrEamlngs Estlmate

N/A N/A N/A N/ANo. of Analysts

N/A N/AN/A N/AAvg. Estimate

Low Estimate N/A N/AN/A NIA

N/AN/A N/A N/AHigh Esnimaae

N/A N/A N/AN/AYear Ago EPS

Current Orr Next Qtr Current YearRevenue Estimate Next Yea

N/A N/A N/A N/ANo. of Analysts

N/A NIA N/A N/AAvg. Estimate

Low Estimate N/A N/AN/A N/A

N/A N/AN/A N/AHigh Estimate

N/A N/A N/A NIAYear Ago Sales

N/A N/A N/A N/ASales Growth (year/est)

lnvald Date lrtvalld Date lnvahC Date :va0/2014Eamings History

EPS Est. N/AN/A N/AN/A

EPS Actual N/A N/A 0.02N/A

Difference N/A N/A 0.02N/A

9/19/2016http://finance.yahoo.com/quote/NEE/analysts?p=NEE



Page 2 of 3NEE 124.74 1.42 1.15 % : NextEra Energy, Inc. Common Sto - Yahoo Finance

lnvahd DaleInvalid Eh~euuval fd DaleEarnings Hlstory

N/A N/A

3/:sor2m4

N/AN/ASurprise %

Cunsnt Year

N/A

0 02

.092

.0.02

0.02

Nexl Year

N/A

0.06

0.06

0.06

0.06

Curran! Oh

N/A

N/A

N/A

N/A

N/A

N014 Qtr

N/A

N/A

N/A

N/A

N/A

EPS Trend

Current Estimate

7 Days Ago

30 Days Ago

80 Days Ago

90 Days Ago

My! YearC urgent YearCurrent Orr Next Qu

N/A

N/A

N/A

NIA

N/A

N/A

N/A

NIA

N/A

N/A

N/A

N/A

N/A

N/A

N/A

N/A

EPS Revlslons

Up Last 7 Days

Up Last 30 Days

Down Last 30 Days

Down Last 90 Days

N E E Sector S8\P 500

l
9
9

l

Growth Estimates

Current Qtr.

Next Qtr.

Current Year

Next Year

Inauwv

N/A

N/A

N/A

1 .42

N/A

N/A

N/A

N/A
l

l

I

i

0.50NIA
Next 5 Years (per
annum)

1
i

N/AN/A
Past 5 Years (per
annum)

Recommendation Trends >
1
l

l

Svfvn9 Be

BW
12.

8
1 3 1 3 1 3 1 3 dams

Hold

Ur rforrn

Se!»

1
l

i
ll
3

\
i l l . : .

9

9

Recommendation Rating >

1
v

5
Sell

2 3 4
Buy Hold Under

pedorm

1
Strong

Buy

9/19/2016http://finance.yahoo.com/quote/NEE/analysts'?p=NEE



Page 1 of 3OGE 31.85 0.41 1.30 % : OGE Energy Corporation Common S - Yahoo Finance

MobileAnswersFranceMail NewsFlickr TumblrHome GroupsCelebrity rér Yahoo France on Firefox)Sports

I

>
Nasdaq

5235.03

Dow 30

18120.17

S8»P 500
2,139.12

\
4 4 .9.54 1.0.1s m.0.04 (0.00 'Al .163 (0.02 al

ScoflradeE.Y.TRADEOPEN AN
ACCOUNT

1

.£T A rnanrw TAU
DN THE in

Arlr.; 1. I V.E NT.
As-nv: UOIYIGLIO

Quality for °1.000
& 50 F-Q Trldu

hnrnrn ApplE A - s w u n g

Exclusive: Warren Buffett George Soros and more

OGE Energy Corp. (OGE) '}L;< l 3i L
*Q Add to watchlist

NYSE NYSE Real Time Price Currency in USD in
31.85 +0.41 (+1 .30 %> 31.85 0.00 (0.00%) People also watch

GXP LNT PNW  W R PNMAl close 4 00 PM EDT After hours: 4.28 PM EDT

Profile FinancialsConversations HidersStatistics Historical DataSummary Options Analysts

Current yearCurrent Qtr Next Qtr

Currency in USD

Next yearEamlngs Estimate

3 a 8 BNo of Analysts

0.290.94 1.881.77Avg. Estimate

0.92 0.23Low Estimate 1 .771.75

0.95 1 .981.80.34High Estimate

0.150.55 1 .771.36Year Ago EPS

Next YearCurrent Qtr Next Qtr Current yearRevenue Estimate

44N/AN/ANo. of Analysts

N/AN/A 2.39B 2.48BAvg. Estimate

N/ALow Estimate N/A 2.29B 2.32B

N/A 2.54BN/A 2.65BHigh Estimate

2.2BN/ANIA 2.39BYear Ago Sales

N/A N/A 3.40%9.00%Sales Growth (year/est)

6/29/20169/29/2015 12/30/2015 3/20/20\6Earnings History

0.23EPS Est. 0.92 0.13 0.41

0.55EPS Actual 0.15 0.350.13

087 0.05008 N/ADifference

I
I

9/19/2016http://finance.yahoo.com/quote/OGE/analysts?p=OGE*



Page 2 of 3OGE 31.85 0.41 1.30 % : OGE Energy Corporation Common S - Yahoo Finance

3/30/2016 6129/2016

14.60°/o

12/3012015

34.80% N/A

9494015

40.20%

Earnings History

Surprise %

Current Orr NextYeaNext Oar Current yearEPS Trend

1.880.94 0.29 1.77Current Estimate

0.94 0.29 1.77 1 .ea7 Days Ago

1.770.28 1.890.9430 Days Ago

1.77 1.890.250.9560 Days Ago

1 .77 1.890.250.9590 Days Ago

Current Orr man yeaNext Qtr Current YearEPS Revlslons

N/A N/AN/A NIAUp Last 7 Days

N/A N/A 1 N/AUp Last 30 Days

N/A N/AN/A N/ADown Last 30 Days»
I
I

N/AN/A N/A N/ADown Last 90 Days

OGE S8P 500SectorGrovnh Estimates industry [
* BIG

Current Qtr. 3.2370.90%

BIGCCG93.30%Next QU. 0.00 > . "

- n m - _\

I .

. . . .
0 1 .

r

;  11.7030.10%Current Year 4C r __.
" ` \ _ `

GIVES BACK*
~: ?

- _3§ 4

'~a.
HEROES

6.20% 0.15Next Year

for
Receive 10% off current promotional prices

any 8igDo9° mower."
0.074.30%

Next 5 Years (per
annum)

NR
offer avdlahe at

panlclputlng amlnn

N/A7.53%
Past 5 Years (per
annum)

Recommendation Trends >

Srrmg aw

Buy

Ham

Underpeviovvn

Sell2

0

Jun Jul Aug Sep

Recommendation Rating >

2.4
v

4 5
S81l

3
Had

2
Buyg Unde r

perform

Strom

Buy

9/19/2016http://finance.yahoo.com/quote/OGE/analysts'?p=OGE



Page 1 of 3OTTR 35.32 0.43 1.23% : Otter Tail Corporation - Yahoo Finance

l

l

)AnswersFrance MobileNewsMall TumblrFhckrHome . r§ r , Yahoo France on FirefoxSpans GroupsCelebrity

>

Nasdaq

5235.03

Dow 30

18,120.17

S&P 500

2139.12
l / \ ,w 9.54 (.0.18°/.\J .G3 ( 0 .02  / ~ )0 . 0 4  l o o o  A )

TRADE FOR $7.95OTTRScoflrade mfr A 1H ; 1  < FAME

U L  W t  p  U

AHHUUHDLM ENT . Q T T R
annum

A
A IS

Irendmg
Io 3 l - . - n * g I

'200 + Fr- Tradas
w/ '50K Deposit
"!((t\l01 Apply

Exclusive: Warren Buffett George Soros and more

Otter Tall Corporation (OTTR)
Dome Lookup

Ty Add to watchlist

NasdaqGS NasdaqGS Real T¢me Pnce Currency in USD O
35.32 +0.43 (+1.23%) People also watch;

ALE PNM BWENBKH EDEAt close 4 00 PM EDT

FinancialsStatistics Hmofical DataConversations Profile HodefsSummary Options Analysts

- _ -

Currency in USD

Next YearCurrent Ole Ne x t  Qt r Curve fr YearEamlngs Estimate

1 1N/A 1No. of Analysts

1.6N/A 1.e042Avg. Estimate

N/A0.42Low Estimate 1.6 1.6

1.6N/A0.42 1.6High Estimate

0.42 0.41 1.81.56year Ago EPS

Current Year Next YearCurvnnl QtrRevenue Estimate Next Q!!

1 11 1No. of Analysts

193.2M204M 798.9M 816.5MAvg. Estimate

204MLow Estimate 816.5M798.9M193.2M

204M 798.9M 818.5M193.2MHigh Estimate

200.02M 798.9M779.8M1 B8.79MYear Ago Sales

2.40%2.00% 2.30% 2.20%Sales Growlh (year/est)

9r29/2015 12/30/2015 3/30/2016 6/29/2016Earnings Hlstory

0.38EPS Est. 0.44 0.310.44

EPS Actual 0.410.42 0.410.38

003Difrerenoe 0 02 0.030.07

9/19/2016http://finance.yahoo.com/quote/OTTR/analysts?p=OTTR



Page 2 of 3OTTR 35.32 0.43 1.23% : Otter Tail Corporation - Yahoo Finance

Earnings History
I

8r29/201s

7.90%

3/30/2016

22.50%

s/29r2015

4.500/0

12/30/2015

6.80%Surpnse %

Noni YearCurrent Y88(Next OrrEPS Trend

1.6

1.6

16

1.8

1.8

Cllwnl Oh

0.42

0.42

0.42

0.4

04

1.6

1.6

1.8

1.55

1.55

N/A

0.42

0.42

0.42

0.42

Current Estimate

7 Days Ago

30 Days Ago

60 Days Ago

90 Days Ago

Next YearCurrent YearNexl QtrCurred QtrEPS Revlslons

N/A

N/A

N/A

N/A

N/A

NIA

N/A

N/A

N/A

N/A

NIA

N/A

N/A

N/A

N/A

N/A

Up Last 7 Days

Up Last 30 Days

Down Last 30 Days

Down Last 90 Days

S&P 500SectorGrowth Estimates

l

l
3
l
l

l

l

l

l

l

1

l
1

Industry

3.23

0.00

1.70

0.15

OTTR

N/A

N/A

2.60%

N/A

Current Qtr.

Next Qtr.

Current Year

Next Year

0 . 0 78.00%
Next 5 Years (per
annum) l

l

E
i

l

N/A13.66%
Past 5 Years (per
annum)

l

l

Recommendation Trends >

W
Strong Buy

Buy
Hole

i

0.4
Urld8fpertQrv

Se nIII'0

un Jul

2
B e

Recommendation Rating >

3
v

3 4 s
Hold Under Sell

perform

1
Strong

B e

9/19/2016http://finance.yahoo.com/quote/OTTR/analysts'?p=OTTR



PCG 62.67 0.25 0.40 % : Pacific Gas & Electric Co. Comm - Yahoo Finance Page 1 of 3

R xAnswers MobileFmarxoeNewsTumblrMall FlickrHome réry Yahoo France on FirefoxGroupsCelebritySports Q

1

nasdaq

>
Dow 30

18120.17

S&P 500

2139.12
zx¢~l

5,235.03
.9.s4 (4018 n).3.53 1.0.02 A)0.04 (0.00 °/)

Scaftrade E*TRAD E OPEN AN
MZCQUNT

I
uaunvl vonvrouo

Qualify for '300
& 50 Fr- Trades PCG 6.40%°N¢\ln Ar*

Exclusive: Warren Buffett. George Soros and more

PG&E Corporation (PCG)
.H . " J5~ 1 QQ A<1d ro watchlist

NVSE NYSE Real Time Price Current in USD

62.67 +0.25 (+0.40 %) 62.67 0.00 (0.00%) People also watchz
E IX  P EG S RE  P P L  A EPAfter hours. 4223 PM EDTAt close. 4.00 PM EDT

Historical DataFinancials HoldersProfileStatisticsConversations AnalystsOptionsSummary

Current year

Currency in use

Next YeaC anent O tr Next QTEamlngs Est imate

17 1910 9No. of Analysts

3.663.721.13 1 .03Avg. Estimate 9
l

3.65 3.560.720.86Low Estimate

3.753.761.5 1 .49High Estimate

3.120.84 3.720.5Year Ago EPS

Current YearNext Orr NQX1 YearCuyygn( OarRevenue Estimate

14135eNo. of Analysts

18.41B4.55B5.05B 17.84BAvg. Estimate

17.52B 17.95B3.82B471 BLow Estimate

5.89B 19.65B5.48B 18.55BHigh Estimate

16.83B 17.84B4.55B 4.17BYear Ago Sales

3.20%11 .00% 9.30% 6.00%Sales Growth (year/est)

12/30/2015 3/30/2016 6f29/20169r2912015Earnings History

0.730.440.96 0.92EPS Est.

0.5 0.660.820.84EPS Actual

0 12 0.260.06 0.09Difference

9/19/2016http://finance.yahoo.com/quote/PCG/analysts'?p=PCG



PCG 62.67 0.25 0.40 % : Pacific Gas & Electric Co. Comm - Yahoo Finance Page 2 of 3

3/30/201612/ 3012015Eamlngs History er2ar2o1e

28.30%12.30%13.60%

m9r2015

12.50%Surprise %

I

Ne w !  Y e a rNext OrrCurrent Qtr Cunnm YearEPS Trend

K|

3.86

3.65

3.66

3.68

3.68

3.72

3.72

3.72

3.72

3.71

1.03

1 .03

1 .07

0.88

0.81

1.13

1.13

1.12

1.1

1.11

Current Estimate

7 Days Ago

30 Days Ago

60 Days Ago

90 Days Ago

Current YearNe x t  Oa rCurrent OrrEPS Revlslons Nexl Yea

1

1

N/A

N/A

1

1

1

N/A

N/A

N/A

1

N/A

1

1

N/A

N/A

Up Las! 7 Days

Up Last 30 Days

Down Last 30 Days

Down Last 90 Days

S&P 500SectorGrowth Estimates

Current Qtr.

Next Qtr.

Current Year

Next Year

Industry

3.23

0.00

1.70

0. 15

P C G

34.50%

106.00%

19.20%

1 .B0%

0.075.70%
Next 5 Years (per
annum)

NIA4.89%Past 5 Years (per
annum)

Recommendation Trends >

8
$1

a
rlorry

| 4

Sting Buy

guy

H o i

Undeme

Set

0

Jun Jul Aug sep

Recommendation Rating >

2.1
v

3
Hold

1

l

l

4 5
Under Sell
perform

1 2
Strong Buy

B e

l

9/19/2016http://finance.yahoo.com/quote/PCG/ana1ysts?p=PCG



Page 1 of 3PNW 76.88 0.59 0.77 % : Pinnacle West Capital Corporati - Yahoo Finance

»Finance MobileAnswersNewsTumblrMarl FlickrHome Sports rér, Yahoo Finance on FirefoxGroupsCelebrity U

S&P 500 Nasdaq

>
Dow 30

18120.17
* /~¢

5,235.03
9.54 (0.18 v-)3.63 (0 .02  °/~)

2,139.12
0.04 (0.00 '/)

TRADE FOR S795Sco9rade E*TRAD E
:Er A rnnnmrs TAM

UN YH& FED
AHH)llll7 lh1[NT A m-nv: vouvvouoPNW

minn
Qualify for 'a00
&50 Fr- Trades

Nmmlu Apply u n

Watch Live: Yahoo Finance editormchief Andy Serwer hosts panel on global volatility

0 Add to watchlistPinnac le W est Capi tal Cor por ati on ( PNW )
NYSE NYSE Real Time Price Currency in USD O
76.88 +0.59 (+0.77%) 76.88 0.00 (0.00%) People also watch

Na SCG PEG DTE TEAl dose 403 PM EDT After hours 4123 PM EDT

Historical DataProfile FinancialsStatistics HoldersConversationsSummary AnalystsOptions

Current YeaCurrent Orr

Currency uh USD

Non yearnext QtrEarnings Estimate

1477 17No. of Analysts

0.372.45 4.23.99Avg. Estimate
l
l

I

i

0.282.29Low Estimate 4.183.92

0.522.55 4.03 4.25High Estimate

3.990.372.3 3.92Year Ago EPS

Current Year Next yeaNext OhOrrCunemRevenue Estimate l

l

1 05 135No. of Analysts

1.22B 758.33M 3.67B3.55BAvg. Estimate

1.2B 3.56BLow Estimate 3.5B734.09M

1

1.245 794.88M 3.88B3.6BHigh Estimate l

l

1.2B 734.43M 3.5B 3.55BYear Ago Sales

i

l

l3.40%1 .60%1.60% 3.30%Sales Growth (year/est)
I
1

9n9/2015 sr29r2o1e12808015 3130f2016Earnings History

EPS Est. 2.32 0.12 1.140.26

0.040.372.3EPS Actual 1.08
l

Q  O ZDifference 0 060.11 0.08

l

9/19/2016 l

lhttp://finance.yahoo.com/quote/PNW/analysts?p=PNW



Page 2 of 3PNW 76.88 0.59 0.77 % : Pinnacle West Capital Corporati - Yahoo Finance

3/30/2016

-66.70%

1znnr2015

42.30%

9890015

.0.90%

6/29/2016

5.30%

Earnings History

Surprise %

N6x 1  Y e a rCurran! QtrEPS Trend

E

l

2.45

2.45

2.45

2.38

2.38

nix\ QT

0.37

0.37

0.37

0.33

0.33

4.2

4.2

4.2

4.2

4.2

Cunonl Year

3.99

3.99

3.99

3.99

3.99

Current Estimate

7 Days Ago

30 Days Ago

so Days Ago

90 Days Ago

Current Year

N/A

N/A

N/A

N/A

man Year

N/A

N/A

N/A

N/A

Curran Qtr

N/A

N/A

N/A

N/A

next Qtr

N/A

N/A

N/A

NIA

EPS Revisions

Up Last 7 Days

Up Last 30 Days

Down Last 30 Days

Down Last 90 Days

PNW S&P 500Secwrindustry

The New Civic Seda

KBB.com's O-all Best Buy for 2016$33.23

-0.00

1.70

0.15

6.50%

N/A

1 .80%

5.30%

Growth Estimates

Current Qtr.

Next Qtr.

Current Year

Need Year /8I
\  .

l3.80% 0.07

Q,,v' .I)
14 - - 1 . 4INext 5 Years (per

annum)
sncrnow

HONDA yr.

.14.74% N/A
Past 5 Years (per
annum)

Reeommendation Trends >

1 2

8 .

$WHQ Buy

B e

H e

4

Undemenorm

SenllI
Jun Jul Aug s q

Sell
2

Buy

Recommendation Rating >

3.1
v

3 4
Had Under

perform
Strong

Buy

9/19/2016http://finance.yahoo.com/quote/PNW/analysts'?p=PNW



POR 43.62 0.58 1.35 % : Portland General Electric Co Co - Yahoo Finance Page l of 3

MobileFrance AnswersNewsTumbleHome Mall Flick! riff Yahoo Finance on Firefox »GroupsSpoils Celebrity O

>
Nasdaq

6235.03

Dow 30

18120.17

S&P 500

2,139.12
I

/ ,~l 9.54 (0.18 AI.3.63 10.02 Al.0.04 (000 %»
TRADE FOR s 7.95 @ POR is

135%

TAKF

Au.uH.1 rH NT.POR
nnnusr

A
up

OFUONTRADES
S7 4 so.7o PER

cf~~4"w"r E l » ~ 9 » * M

Exclusive: Warren Buffett George Soros and more

Q Add to watch listP or t land  G enera l  E lec t r ic  C om pany  (P O R ) l L. re Lookup
NYSE NYSE Real T1 M€ Pnce Currency an USD

43.62 +0.58 (+1.35 0/0) Peode aim watch:
PNM PNW  BKHN M I D AA! dose 4 02 PM EDT

Financials Hddees Historical DataProfileStatisticsConversations Options AnalystsSummary

Currency an use

Next yearCurrent YearCur18fl Qu Next QtrEamlngs Estimate

12118eNo. of Analysts

2.372.120.43 0.57Avg. Estimate

2.10.4 2.250.48Low Estimate

0.630.46 2.17 2.43High Estimate

2.122.040.4 0.57Year Ago EPS

Next OU Current Year Next YearCurflrl OleRevenue Estimate

944 10No. of Analysts

471.44M 536.47M 2.05B1 .97BAvg. Estimate

1.97B413.7M 1.9B479.64MLow Estimate

2.15B 2.22B501.33M 637.91MHigh Estimate

499M478M 1.97B1.9BYear Ago Sales

3.60%7.50% 4.10%1 .00°/>Sales Growth (year/est)

erzwzme3/30/201612/30/20159129f201 sEarnings History

0.810.620.48EPS Est. 0.43

0.880.570.4 0.42EPS Actual

0010.08 -0.05Difference 0.07

9/19/2016http://finance.yahoo.com/quote/POR/analysts'?p=POR



POR 43.62 0.58 1.35 % : Portland General Electric Co Co - Yahoo Finance Page 2 of 3

er29r2o1e

2.30%

3/30/2016

11.50%

12/a0r2015

8.10%

9898015

18.70%

Earnings History

Surprise %

Next yearNext Qtr Cubism Y€8fCurrent QtrEPS Trend

2.372.120.570.43Current Estimate

2.372.120.43 0.577 Days Ago

2.12 2.370.570.4330 Days Ago

2.350.56 2.110.4160 Days Ago

2.352.110.560.4190 Days Ago

Cunsnt Year Next Yearnon QtrCurred OurEPS Revisions

N/A N/A N/AN/AUp Last 7 Days

N/AN/AN/AN/AUp Last 30 Days

N/AN/ANIA N/ADown Last 30 Days

N/AN/AN/ANIADown Last 90 Days

Sector S&P 500FORGrowth Estimates l f\dlJ 5(|y [4

7.50% 3.23Current Qtr.

N/A 0.00Next Qtr.

3.90% 1.70Current Year

V3f]QLI3fd®Y0UI'
clients' portfolios
today.

11.80% 0.15Next Year

0.076.30%
Next 5 Years (per
annum) .

o
I*
DL.

8 .
N/A7.84%

Past 5 Years (per
annum)

Recommendation Trends >

8

4

$9mn9 Be

BW

Had

unae-¢>e»1<=m

Self

" I ' l l

l n Jul Aug Sep

Recommendation Rating >

3
v

5
Sen

3
Hold

2
Buy

4
Under
perlbrm

1
Strong

B e

9/19/2016http://finance.yahoo.com/quote/POR/analysts'?p=POR



i

Page 1 of 3PEG 42.66 0.36 0.85 % : Public Service Enterprise Group - Yahoo Finance

Mobll€AnswersFranceFllckr NewsTumblr °rér,. yahoo France on Firefox >GroupsMaMHome Sports Celebrity

>
Dow 30

18120.17

Nasdaq

5235.03

S&P 500

2139.12
\ I~» 9.54 (0.18 '/.1.3.63 (.0.02 /4.o.o4 (too H

I ScoWladeE*TRADEOPEN AN
Accouter

1

a n A T rwu F S
UH 1% w t

ArAH~1l HAEIIT IDIITWIPGITYOLIO m a n y f o r * ZW
A 50  Fro  T ra de s

1\k11e ApgxlE n - c u u u g

Exclusive: Warren Buffett George Soros and more

8 Add to watchlistP u b l i c  S e r v i c e  E n te r p r i s e  G r o u p  In c .  ( P E G ) . D»..
NYSE NYSE Real Time Price Currency an USD CI
42.66 +0.36 (+0.85 Q/)) 42.66 0.00 (0.00%)

PCG
Peode also watch

PPL FE PNW  AEPAl dose 4 03 PM EDT After hours; 4:23 PM EDT

Historical DataHoldersProfile FinancialsConversations Statistics AnalystsOptionsSummary

Currency III USD

Current Qtr Current Year Next yearNext QtrEarnings Estimate

8 8 15 18No. of Analysts

0.5 2.882.870.88Avg Estimate

0.77 0.4 2.82Low Estimate 2.73

0.581 2.9 3High Estimate

0.50.8 2.872.91Year Ago EPS

Next V 837Current Qtr Next Qtr Current YearRevenue Estimate

135 115No. of Analysts

2.59B2.82B 10.2B 10.46BAvg. Estimate

2.65B 2.33BLow Estimate 9.2789.47B

3.11B 11.49B 11.998CBHigh Estimate

10.41B2.28B2.69B 10.28Year Ago Sales

2 00%4.90% 13.90% 2.50%Sales Growth (year/est)

9*f2912015 12/:40r2015 3/304016 612912018Earnings Hlstory

0.5EPS Est. 0.580.880.81

0.570.50.8EPS Actual 0.93

0 01N/A0.01Difference 0.05

9/19/2016http://finance.yahoo.com/quote/PEG/analysts'?p=PEG



Page 2 of 3PEG 42.66 0.36 0.85 % : Public Service Enterprise Group - Yahoo Finance

3/30/2016Earnings History 5/2912018

1 .70°/0

1213012015

N/A 5.70%

9f2912015

1.20%Surprise %
r

i

Current YearNext QtrCurrent OrrEPS Trend

0.5

0.49

0.49

0.52

0.51

0.88

0.9

0.9

0.88

0.87

2.87

2.88

2.88

2.88

2.87

NGXI Year

2.88

2.88

2.88

2.88

2.89

Current Estimate

7 Days Ago

30 Days Ago

so Days Ago

90 Days Ago

Current QUEPS Revlslons

1

Next Qtr

2

2

N/A

N/A

nm Year

N/A

N/A

N/A

N/A

Current YG8I

1

1

1

N/A

1

N/A

N/A

Up Last 7 Days

Up Last 30 Days

Down Last 30 Days

Down Last 90 Days

se.p 500SenorPEGGrovNh Estimates

10.00%

N/A

1.40%

0.30%

1.42%

lnausuy

3.23

0.00

1 .70

0. 15

0.07

N/A2.53%

Current Qtr.

Next Qtr.

Current Year

Next Year

Next 5 Years (per
annum)

Past 5 Years (per
annum)

Recommendation Trends >

Strung Buy

B e

Hold

Unaemen0vvn

Selll
I

Aus

Recommendation Rating >

2.8
v

31 2 a 5
Strong Buy Hold Under Sell

Buy perform

9/19/2016http://finance.yahoo.com/quote/PEG/analysts'?p=PEG



Page l of 3SCG 72.85 0.93 1.29 % : SCANA Corporation Common Stock - Yahoo Finance

N e wsTumblr FranceMillHo m e Fl ick s MobileAnswersSpots Cdebmy 'Fury yahoo Finance on Firefox »Groups

SHIP 500
2139.12 >

Dow 30
18,120.17

Nasdaq
5,235.03

I 540.04 (000 /») 3.63 (0.02 °/-1 .9.54 10.18 %)

S c i ? ? ra d e E TRADEOPEN AN
A c c o u n T

I

GET n TRAZDHFS r\)<£
UN Mr FH)

AJNI]bN(.FMiNT.

40 .

so  FR EE TR ADES
w/ '19K l:>eposlr

R-ukileau Apnl Ea u a r u u u

Exclus ive :  War ren  Buffe tt George  Soros and m ore

SCANA Corp. (SCG)
Q uo te  Lo o k u l

Q  Ad d  to  wa tch l rs t

N Y S E NYSE R e a l T im e  P rice  C urre ncy in  USD O
72.85 +0.93 (+1.29 %) 12.85 0.00 (0.00%)
At do se  4  03  P M EDT

People alscwatch;
PNW WEC T E PEG  WRAfte r hours  4:23 PM EDT

Conversations Statistics Profile Financials Historical DataHod8rsSum m a ry Options Analysts

currency m  use

Next YearCurrent Qtr Next Ole Current YearEarnings Estim ate

77 1 0 1 0No. of Analysts

0.911 .07 4.183 .97Avg. Estimate

Low Estimate 0.94 0.85 3 .84 4.03

0.971 .18 4.06 4.32High Estimate

1.04 0.69 3.81 3 .97Year Ago EPS

Revenue Estim ate Current Qtr Next Qtr Cgfrenl Year Next yes

3 3 9 9No. of Analysts

1 .1 4 B 1 .358 4.54B 4 7 BAvg. Estimate

Low Estimate 959.33M 1 .0 1 B 4.05B 4.17B

1 .2 3 B 1 .82B 5.128 5.29BHigh Estimate

1 .0 7 B 9 5 6 M 4.38B 4.54BYear Ago Sales

6 .6 0 % 4 0 .9 0 % 3 .7 0 % 3 .5 0 %Sales Growth (year/est)

9/29/2015 3/30/201612/30/2015 612912016Earnlngs History

EP S  Es t . 0.750 .9 6 1 .34 0 7 4

EPS AdU8l 1.04 0.69 1.23 0 .74

Difference o  O F0.08 O 11 N/ A

9/19/2016http://finance.yahoo.com/quote/SCG/analysts?p=SCG



Page 2 of 3SCG 72.85 0.93 1.29 % : SCANA Corporation Common Stock - Yahoo Finance

Earnings History M94016

N/A

12/30/2015

800%

3/30/2016

8 20%

9r29r2015

8.30%SUfplis8 %

l

Next Orr man YeaCurrent YearCurrent OrrEPS Trend

l
4.18

4.18

3.97

3.97

3.96

0.91

0.91

0.91 4.16

1.07

1.05

1.05

1.05 0.94 3.95

1.05 3.940.94

4.15

4.16

Current Estimate

7 Days Ago

30 Days Ago

60 Days Ago

90 Days Ago

Next Ort Curran! YearCurrent Ole Next Year

N/A 1

l

1

1

N/A

N/A

N/A

N/AN/A

N/A 1

l

1l
l

li1
N/A

1

N/AN/A

N/A

N/A

EPS Revisions

Up Last 7 Days

Up Last 30 Days

Down Last 30 Days

Down Last 90 Days

SCG Sector S&P 500Growth Estimates lf1dU 5lfy

3.23

0.00

1.70

Current Qtr.

Next Qtr.

Current year

Next Year 0.15

2.90%

31 .90%

4.20%

5.30%

540% 0.07
Next 5 years (per
annum)

N/A6.93%
Past 5 Years (per
annum)

Recommendation Trends >

I
II
I

r'vrr
I

Strong Be

BUY

H o i

Unaeme

SelI

I
Jun Jul Aug Sep

Recommendation Rating >

2.7
J r

3
Hold

5
Sell

2
Buy

1
Strong

B e

4
Undef
perform

9/19/2016http://finance.yahoo.com/quote/SCG/analysts?p=SCG



Page 1 of 3SRE 107.94 1.32 1.24 % : Sempra Energy Common Stock - Yahoo Finance

I

>MobileFrance AnswersMad Flickr Tumblr NewsHome Sports 'rér, Yahoo France on FirefoxGroupsCelebrity

>
Nasdaq

5235.03

S&P 500

2139.12

Dow 30

18,120.17
l

I4 3.63 (0.02 °/,1 .9.54 (0.18 %)004 (0.00 M

® OPEN ANSailhmnls l

l

ACCOUNT

l

GU A MAo [ns  TAM
GH Ink FEW

AHn<;llr4c£1.1£NT $7 Tunes 4 s  .. 5
LJPTION CONTPm "1

SRE is
1.24%

up[ 3 A » ¢ u » * § 1
l

Exclusive: Warren Buffett George Soros and more

Sempra Energy (SRE)
lute Lookup

Q Ala to watchhst

NYSE NYSE Real Time Price Cunrenqf in USD O
107.94 +1.32 (+1.24%) 107.94 0.00 (0.00%) People also watch:

EIX PCG XEL PEG TEAI close 4503 PM EDT After hours 4:23 PM EDT

Profile Historical DataFinancials HomersStatisticsConversationsSummary Options Analysts

Currency in USD

Next YearCurrent yeaCurreM Qtr Next QtrEarnings Estimate

157 7 18No. of Analysts

5.134.791.570.92Avg. Estimate

0.82 1 .43 4.6 4.92Low Estimate

1 .881.01 4.92 5.38High Estimate

1 .471 4.795.21Year Ago EPS

Current Qtr Next Qtr Current Year non Y 83fRevenue Estimate

9 g33No. of Analysts

NB10.49B3.09B2.73BAvg. Estimate

Low Estimate 1037810.22B2.982.58B

3.45B2.93B 109B 11.53BHigh Estimate

10.23B2.7B2.48B 10.49Byear Ago Sales

10.10% 2.50%14.40% 4.90%Sales Growth (year/est)

9t29r2015 3/30/2016 6129/201612/30/2015Earnings History

1.320.88 1.66EPS Est. 0.97

1 1 .47 1.47 0.79EPS AC1U8l

0  180.190.150.12Difference

9/19/2016http://finance.yahoo.com/quote/SRE/analysts?p=SRE



Page 2 of 3SRE 107.94 1.32 1.24 % : Sempra Energy Common Stock - Yahoo Finance

er2sv2o16

18.60%

12130/2015

11.40%

313012016

11.40%

912942015

13.60%

Earnings History

Surprise as

Cubism Year Next YearCurrent Orr NGHGQUEPS Trend

5.134.791.570.92Current Estimate

1.57 5.134.790.927 Days Ago

1.55 5.174.790.9230 Days Ago

0.97 4.82 5.251.4360 Days Ago

5.344.860.97 1.4290 Days Ago

Next YearGhent Y88IMn QUCunemQ¥:.EPS Revlslons

N/AN/AN/AN/AUp Last 7 Days

NIA1N/A N/AUp Last 30 Days

N/A N/A N/AN/ADown Last 30 Days

N/AN/A NIA N/ADown Last 90 Days

S8P 500SederS R EGrowth Estimates mausuy r*
1¢ . Lp

1

s
; .

1 -
a3.238.00%Current Qtr. ,r

»

8

2

. Q4

t '- '70.006.80%Next Qtr.
g.

1 '
\> ¢

1.70
|

8. 10%Current Year *s+
0.157.10%Next Year

8.78% 0.07
Next s Years (per
annum)

Your support brings hope.

0 Donate today.

g.

NIA3.30%
Past 5 Years (per
annum)

Recommendation Trends >

4 14

7

Strong Buy

Buy

M 0112

Ul1d81Ptv\ovv"

Sell

. $99

Recommendation Rating >

2.1
!

3
Ho i

5
Sell

2
Buy

4
Under-
perform

1
Strong

Buy

9/19/2016http://finance.yahoo.com/quote/SRE/analysts?p=SRE



I

Page l of 3VVC 50.36 0.30 0.60 % : Vectren Corporation Common Stoc - Yahoo Finance

MobileAnswersFlnckr News FinanceMall TumblrHome Spots CQISDTIIY 'r§r,. Yahoo Finance on FirefoxGroups

>
Nasdaq
5,248.25
13.22 (0.25%)

S&P 500
2,144.06
494 (0.23 /-I

Dow 30
18,164.58
44.41 (0.25 v.)

TRADE FOR $7.95 Sc ot frade
Lin Ly for LINa c A

W C  i S
0.80%

up a c roman l  50 Fr- Trades
Ronlkiiom A0941

Watch L ive: How to respond to growing secur ity threats around the g lobe

Vectren Corporation (WC)
NYSE

Q Add ro watchlis t

NY§E Real Time Prioe Currency in USD E
50.36 +0.30 (+0.60%) People also watch.

NWN BKH PNY UG IWGLAs of 2;18 PM EDT Market open.

FinancialsProfile Historical DataHoldersStatisticsConversationsSummary Options Analysts

Currency in USD

Next YearCurred Qtr Current yearman QtrEam lngs Estim ate

1

e655No. of Analysts

0.64 084 2.662.47Avg. Estimate l
l

l

Low Estimate 0.81 2.41 2.60.52

ll0.67 0.86 2.72.5High Estimate

0.48 2.390.79 2.47Year Ago EPS

man YearCufrgn( OU Current yearNext Q!!Revenue Estim ate

22 4 4No of Analysts

2.62B611.78M 647.96M 2.4aB
I
|
:
I;

Avg. Estimate

Low Estimate 587.66M 619.01M 2.33B 2.35B

535.gM 676.9M 2.8B2.6BHigh Estimate

2.4aB573.5M e04m 2.43BYear Ago Sales

5.40%2.00%7.30%6.70%Sales Groff (year/est)

9491201 s 12/300015 3/30/20w 6/zg/zm 6Earnings History

0.62EPS Est. 0.7 0.430.69

0.790.48EPS Actual 0.58 0.39

Difference 0 1 4 O 040.09 . 0 1 1

9/20/2016http://finance.yahoo.com/quote/VVC/analysts'?p=VVC



Page 2 of 3VVC 50.36 0.30 0.60 % : Vectren Corporation Common Stoc - Yahoo Finance

12/30/2015 3/30/2016

.. 15.90%

6/290016

9.30%12.90%

9V29I20i 5

22.60%

Earnlngs Hlstory

Surprise %
\

Next YearCurreNt yearN ew Q trCurrent Orr

0.64

0.64

0.63

0.61

0.61

0.84

0.84

0.85

0.82

0.82

2.47

2.47

2.47

2.47

2.47

2.66

2.66

2.67

2.67

2.67

EPS Trend

Current Estimate

7 Days Ago

30 Days Ago

80 Days Ago

90 Days Ago

Current Qtr C urrenl YearEPS Revisions Next Qtr

N/A

N/A

N/A

N/A

N/A

N/A

N/A

N/A

N/A

1

N/A

N/A

next Year

N/A

N/A

N/A

N/A

Up Last 7 Days

Up Last to Days

Down Last 30 Days

Down Last 90 Days

WC S8 .P  500S 8C10fIndustry

0.46

0.00

0.03

0.07

Growth Estimates

CulTent Qtr.

Next Qtr.

Current Year

Next Year

33.30%

6.30%

3.30%

7.70%

5.00% 0.04
Next 5 years (per
annum)

N/A8.B7%
Past 5 Years (per
annum)

Recommendation Trends >

i

$ U U H Q  B e

B e

H o l d

Ur\del]Jer1onv .

Set! i
1i
i

$¢Ava

Recommendation Rating >

t

3.2
v

3
Hold

b
SellEmmyS t r o n g

B u y

4
Under
pe r fom

9/20/2016http://finance.yahoo.com/quote/VVC/analysts'?p=VVC



Page l of 3WR 56.08 -0.01 -0.02 % : Westar Energy, Inc. Common Stoc - Yahoo Finance

MobileAnswersFrance r§r, Yahoo Fmanee on FirefoxTumblr News CelebivyMail Flackr GroupsHome Sports w

>
Nasdaq

5,241.87
12.a4 (o.2s %)

Dow 30

1 8 1 6 3 .5 5
4s.sa (0.24 °A)

S&P 500

2,143.89
4.77 (0.22 v~)

TRADE FOR $7.95Sc o fh a d eE Apulan-
E * T R A D E Qual i fy for 'we Au>AI1nv¢»on1roLlo an Mobile

Trading App
W R
nmany& :U Fr- Inca

nnneuau WHY

watch Live: How to respond to growing security threats around the globe

Westar Energy, Inc. (WR) w . QQ Add ro watchlist

NYSE NYSE Real Time Price Currency in USD

56.08 -0.01 (-0.02 %) People also watc h
G X P  L N T  S C G  W C  w s cAs of 2 19 PM EDT. Market open.

Historical DataHoldersFinanc ialsProfi leStatistic sConversations Ana l ystsOptionsSummary

- 1

Currency in USD

next YearNext Qtr Current YeaCurrent QtrEa m i n g s  Es t i m a te

8 923No  o f An a l ys ts

•2.521.04 2.450.48Avg. Estim ate

2.43 2.440.390.91Low Estim ate

2 .62.480.571.11High Estim ate

2.452.090.280 9 7Year  Ago  EPS

Next YearNext Ole Cwvum YearCurrent OURe ve n u e  Esti m a te

71 72No. o f Ana lysts

2.65B788.71 M 2.57B637.33MAvg . Estim ate

2.53B 2.59B762.42M 637.33MLow Estim ate

2.74B775M 837.33M 2.61 BHigh Estim ate

2.57B246B545.97M732.83MYear Ago Sales

3.30%4.40%4 .90% 18.70%Sales Growth (year/est)

6129420169/29/2015 12/308015 3/30/2016Ea rn i n g s  H i s to ry

0.46 0.531 .03 0.38EPS ESL

0.28 0.46 0.510.97EPS Actual

0 06 0.02N /A0.08Differenc e

9/20/2016http://finance.yahoo.com/quote/WR/analysts?p=WR



Page 2 of 3WR 56.08 -0.01 -0.02 % : Wester Energy, Inc. Common Stoc - Yahoo Finance

er29r2o1s

3.80%

12/30r2015

22.20%

9/29/2015

5.80%

Earnings History

Surprise %

l
I3/30/2018

n/A'
1

l

1

Nexl YearCuller yearCurred QD N6X! QhEPS Trend

2.522450.481.04Current Estimate

2.45 2.520.481.047 Days Ago

2.522.450.431.04to Days Ago

2.53102 2.450.4360 Days Ago

2.532.440.431 .0290 Days Ago

man yearCuvenl Orr Next QU Current YearEPS Revlslons

N/AN/A N/ANIAUp Last 7 Days

NIA N/AN/ANIAUp Last 30 Days

NIA N/AN/A NIADown Last 30 Days

N/A NIAN/AN/ADown Last 90 Days

S8c!orvv S&P 500Growth Estimates I industry

i3.237.20%Current Qtr. W
71.40% 0.00Next Qtr.

Jimal
3

r.

I ..

1.7017.20%Current Year
.

.y

W

0.152.90%Next Year

4 f, ! 8~

»w»z»4.45% 0.07
Next 5 Years (per
annum) Qu

m nrws
ll. 81 ll I

gr
N/A3. 76%

Past s Years (per
annum)

Recommendation Trends >

-
Strung Buy

Bev

H o i

Undeqaerfom

Sell

Recommendation Rating >

3
v

l.
Sen

3
Hold

2
Buy

4
Uhdgf.
perfoml

1

Strong
Buy

9/20/2016http://finance.yahoo.com/quote/WR/ana1ysts?p=WR



l

Page 1 of 3XEL 41 .56 -0.12 -0.29 % : Xcel Energy Inc. Common Stock - Yahoo Finance

)Answers MobileTumble FinanceNewsFlicks r§r, Yahoo Finance on FirefoxMelliHome GroupsSpoils Celebrity w

>
AI

Nasdaq

5,248.59
1s.se (0.26 %)

Dow 30

18,164.70
44.51 (o.2s sol

sap 500

z144.22

5.10 (0.24 %)

ScoffradeE 1-TRADE
X ") + Free r.€ls

OPEN AN
ACCOUNT

1

;
. /.

GH A nnnuzns ion
ON THE FED

Announcement.
.E A - d u *¢oAvs c»4Anoes9

w/ *50K Dqaosit
Nsmkimn Aw'!

Watch Live: How to respond to growing security threats around the globe

X c e l  E n e rg y  I n c .  ( X E L ) Q Add to watchlist

NYSE NYSE Real Time price Currency in USD O
41.56 -0.12 (-0.29 0/0) People also watchz

T E  W EC  P NW  CNP  P EGAs UV 2 22 pM EDT Market open

Profile Financials Holders Hlstoncal DataStatisticsConversations Options AnalystsSummary

Currency in USD

Next YeaCurvsni vealNext QtrCurlunt OrrEamlngs Est imate

161555No. of Analysts

088 2.2 2.320.47Avg. Estimate

2.272.170.43Low Estimate 0.83

0.9 2.220.52 2.35High Estimate

2.22.090410.84Year Ago EPS

Next YearNext Ole Current YearRevenue Estimate C u l l  Qu

111033No. of Analysts

11.94B11.66B2.95B3.44BAvg. Estimate

11.22B2.83B 11.38B2.95BLow Estimate

12.57B 12.9983.03B4.28BHigh Estimate

11.66B2.65B 11.02B2.9BYear Ago Sales

2.40%5.80%11.50%18.60%Sales Grovnh (year/est)

6/29/201612/30/20159/29/2015 a/sor2o1eEarnings HIstory

0.40.470.4EPS Est. 0.8

0.470.410.a4 0.39EPS AC1U8l

0.010.04 0.01 N/ADifference

9/20/2016http://Bnance.yahoo.com/quote/XEL/analysts?p=XEL



Page 2 of 3XEL 41.56 -0.12 -0.29 % : Xcel Energy Inc. Common Stock - Yahoo Finance

3:30/"IW312/3orzo 15912942015Earnings Hlstory et2sr2o 1e

.250%N/A5.00% 2.50%Surprise %
\

N€XY OrrCurrent Of Cunem yeaEPS Trend

0.47

0.47

0.48

0.46

0.46

0.88

0.88

0.89

0.88

0.86

2.2

2.2

2.2

2.2

2.2

Next Year

2.32

2.32

2.31

2.32

2.32

Current Estimate

7 Days Ago

30 Days Ago

60 Days Ago

90 Days Ago

Next YearCurrent YearNext OrrCunem OrrEPS Revlslons

1

2

N/A

N/A

N/A

1

NIA

NIA

N/A

1

N/A

N/A
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SCHEDULE JAC . 1
Page 1 of 2

Arizona Public Service Company
Test Year Ending December 31, 2015
Docket No. E-01345A160036

WEIGHTED AVERAGE COST OF CAPITAL
(Dollars in Thousands)

Cost
Rate

Capital
Ratio

Weighted
Cost

RUCO
Adlustments

Capitalization
Per Company

RUCO Adjusted
Capitalization

Llne

M

44.20% 5.13% 2.27%$ 3728555 $ $ 3728555

Description

1 Long Term Debt

2 Preferred Stock 0.00% 0.00% 0.00%$ $$

55.80% 5.26%9.42%$ $ 47063514.706,351 $3 Common Equity

4 TOTAL CAPITALIZATION 100.00% 7.53%$8.434906 $ $8434906

1

i

I
I

.
I.
:

i



i Schedule JAC1

Page 2 of 2

Arizona Public Service Company

Test Year Ending December 31 2o1s
Docket No. E01345A160036

Con of Capital Calculation

Fair Value Rate Base (FvRa) and

Fair Value Rate of Return (WROTE)
i

.
RUCO Recommended

[Dollars in Thousands)

Calculation of RUCO Fair Value Rate Base (FVRB)

Rate Base Estimate

Line

No. Amount
Weighted

AmountWeighting

s50%

50%
s
s

6451009
12859542

s

3225505
6429771

9655276

1 Original Cost Rate Base (OCRB) . RUCO Recommended

2 Reconstruction Cost New (RCND) Rate Base . RUCO Recommended
Fair Value Rate Base (FVRB)

s 3.204.267

1

2

3

4

s

6 150
Appreciation above OCRB
FV/OCRB Multiple

Calculation of RUCO Falr Value Rate of Rstum (FVROR)

Amount Percent

Cost

Rate
Weighted

CostCapital

s 5.13%
9.42%

29.53%
37.28%

1.52%
351%

s

2851 .596
3599413

6451009

LongTerm Debt
Common Equity

Capital Financing OCRB

9 Fair Value Increment
33.19% 100%s 3204267 0.33%

Fair Value Rate of Recur

7

8
9

10
11

12
13 s 100.00%9.655.276 5.36%

Sources:

1 Radigan Direct Schedule FWR1
2 Radigan Direct Schedule FWR1

J RUCO adopts the Company proposed 1.0 % cost rate to be assigned to the fair value increment.



SCHEDULE JAC . 2
Page 1 of 1

Arizona Public Service Company
Test Year Ending December 31, 2015
Docket No. E-01345A16-0036

Cost of Common Equity
As Obtained from RUCOs Proxy Group of Companies

I
Estimated

Cost
Weighted

Cost
Weight
FactorLine

M
1 Schedule JAC 3 8.45% 40% 3.40%Discounted Cash Flow Model (DCF")

2 Schedule JAC 4 7.40% 20% 1.50%Capital Asset Pricing Model ("CAPM")

3 Schedule JAC 5 10.31% 40% 4.10%Comparable Earnings Model (CE")

4 8.72%Indicated Cost of Common Equity

5 9.00%Indicated Cost of Equity after Weighting Adjustment

Cost of Common Equity
As Obtained from Dr. ViIIadsen's Nuclear Subsample

Estimated
Cost

Weight
Factor

Weighted
Cost

Schedule JAC . 3 40%8.85% 3.54%

Line
M
1 Discounted Cash Flow Model ("DCF")

2 Schedule JAC 4 7.28% 20% 1.46%Capital Asset Pricing Model ("CAPM)

3 Schedule JAC 5 11.06% 40% 4.42%Comparable Earnings Model (CE")

4 9.06%Indicated Cost of Common Equity

5 9.42%Indicated Cost of Equity after Weighting Adjustment

9.42%RUCO Recommended Cost of Equi



Schedule JAC . a
Page 1 of 4

Arizona Public Service Company
Test Vur Ending Daclmbcr 31. 2015
Docket No. E01345Al641085

CONSTANT GROWTH DCF AnALvsls

Baud on

RUCOl Ehcmc Sqynple Cqqpanlq

(G) a l

Auago

Q u a

(E)

pvuom-4
F sh-¢

f Bi!l§

lm

nm Van

Nl l i f k

Q m n u n n

In)
Expsud
nnfama

Vlad

I P
or
Mn

(B)

Gunn:

R h l n

Anna

¢A»
C l n M

lll ldnd

V1444

lJL lEu

urn

Ag

3.8*

4 was

4 3%

3 5*

32%

3.8%

15%

lo s s

:Less

3.5%

3 2%

3.6%

15%

11%

3 7*

2796

4.0%

3.a%

2 6*

5 2%

3.3%

3.6%

3.6%

e 4%

3.8%

5 2%

3 7%

3 9%

u s

zoos

5094

4714

s 1 *

s 5*

3 8%

3 3%

2 7%

2 7*

45%

3 ass

3 4*

2 8*

2 ass

4 7*

3 9*

4.5%

6 2%

3.0%

8098

53%

e 2%

5.0*

2.1*

4.2%

4.8%

5.971

5.2%

2.3%

5.G*

5.3%

6.1%

7.3*

a 4%

7 3%

1 4%

9.8%

6.4%

wa s

l . 0 *

7.5%

s 3%

1.4%

7 :ms

5. |*

7.3*

wa s

0.9%

o 1*

2.g*

2 2%

2 9*

3.8*

u s

3.3%

5.3%

7.2%

5.3%

4.3%

7.6%

4.5*

5 6%

4.2%

NMF

9.7'/»

2.7%

3.398

5.2%

3.0%

5.8%

2.5%

3.0%

7.3%

5.0%

7.0%

7.0%

8.0%

2.5%

4.7% 3 as

8.5%

1 .B*

1 I*

3.7*

3.7* 3.1%

4 w

4.0%

4.9%

7.7*

7.4%

7.6%

5.1%

7.9%

a.1ss

(C)

vlslnue
Rnluon

a lm a

3.0%

4 7%

3 ass

3.2%

s o%

2 8%

4.3%

19%

55%

40%

4 5%

2.3*

4 0 *

5895

10%

3 3*

2.3*

42%

3.5%

35%

4.5%

45%

4 o%

4.7*

4.1%

4.9%

3 7%

14%

s 2%

s. was

s ass

5.3*

4 5*

4 ahs

4 ass

4598

4 1*

45%

5796

4398

4 5 *

4.8%

3.8%

2 9%

2.1%

2.9*

1 5 *

3.5%

3.2°/»

3.3*

3.0%

3.9*

3.2%

2.9*

3.3*

2.7*

3.4*

6 2*

4.2%

5.3%

2.6%

3 6*

4 5*

(Fl

vv=l1¢n¢
EPS

<

50098

6.60%

231%

5.20%

7.27%

1.98*

5.M%

5.35*

2 n %

1 00%

NMF

5.00*

A Cox

4.00%

NMF

4.304

e 00%

5  v s

3.80%

e 30%

112*

5.40%

e 75%

5.00%

4.45*

5 42*

3.3%

am s

3.398

2798

3496

4.2%

5.0*

a.sss

4.ass

6.0%

6.3%

4.7%

5.2%

4.0%

6.3%

2.7%

5.3*

5.0*

1 698

7 3%

8.2%

4934 51(l*n e s s 3. 35*4.62% 7.95%3.28% 4.2a*

ANS* 3. :sos4.92% s.1oss4001s38g* 4.5494 1.91%3.2B*

7.31*mass B.28* n e s sa.45ss 1.28%

7.145% 8.109872456 792988.27%

vvox GNU c

1 ALLETE

2 Alliant Energy

3 American Elednc Power

A Ameuvn Corp

5 CMS Energy Corp

s Con$olid8\e¢ Edison

7 Dominion Resauroes

a DTE Enemy

9 Edlsonlvuemational

10 Elpasn Eleanc

11 Emefgy c91p.

12 Greal plams Enel9y

13 IDACORPInc

14 MGE Energy

15 Nex\Era Ef\°i\lv

16 OGE Energy

17 Ouef Tanlcorp

19 PGaE cup.

19 Pm nldewesC lp i\I I

20 Portland Geneva!

21 Public>senlooEmolplisB

22 ScAnA Co4p.

23 sempra Energy

24 Vearen Culp.

25 WestarEnergy

26 XeeIEnergy Inc.

27
20

29 Mean
30
31

32 Median
33
34

35 CornposloMean
36
37

ea CompositeMedian

(G) (l)(C)

vvquaa
lunnuan

m u m

(A)
Cuvnna
umaana

Veld

LBLP;

pp
Expoeh¢
Dlvidind

plan

uz.£r..m.IJ¢ 2sgm 1
LMI
M

(9)

Mhlftc
a 1-1un

Unum

4.0% (D)

YN! ' i l l
wm a :

Qnsunnm

5.8%
NMF

(F)

# w w 4
S n

Q m m

am s
5.2%
s 0*

3.2%
15%
l l *
3.3%
4.5*

3 2*
3 5*
19%
14%
4.7%
2.9*
3 3*
:use

2.8%
3.6%
1 6 *
5.2*
6.1*
wa s
3.7%
e 2%
4 2 *

3 3*
5.2%
25%
T D*
25%
4 7*
4 8% 4.0%

5.4%
NMF
NMF
5794
3.8%
1 .ms

CONSTANT GROWTH DCF ANALYSIS
Based on

RUCOl Nuclear Suhsampk Companlss

(E)

vvupauu
R u  sn-

9D*\I\ UMM

4.8%
4.5%
5.0%
5.3%
2.7*
7 2 *
wa s
4.2%
3.5%
4 ass 5494

DCF
B582

8.4%
7.4%
89%
am s
8.4%
8.7%
1 res
7.4%
a 1%
7 9%

4.7%
3 2*
4396
3.8%
4 5*
3 Q*
4.2%
3.5%
4 5*
4.5*

2.9%
12%
3.3%
3.9%
3 2 * 3.3%

Anuge

44:49

5.2%
3.9*
5.0%
4 7*
u s e
5 8%
41%
4.0%
4 1%
4 ass

Adam Energy
Ameron Com
Dominion Resauueas
DTE Enuuv
Energy Corp.

Nex1Enl E"°'\lY
PG&E Corp.
Pmnade West Capon
Public Savvico Enteipties
SCANA Corp.

442*4.0996 4.02% 5.28% 4.93% 4.53% 157*: o w m oss

1
2
3
4
s
6
1
a
9
10
11
12

1 3  M e n
14

4.87* 3.39%4 83%42591382*Mexiim 5.:\a% 4.49%3.31* l.07*

1 my 7.9% 7.n% B.W% o wCam¢ow@Me1n

a.osss764*7.21% mass8.22%

15

16
11
l a

19
20
21

n l.16*Composite Median

Note: Negative values not used in calculations.

mum.
column lA) . SchoaullJAC . a page a all
Cdulw\(B) Sc.h|¢u\oJAC 3 plgcl old
Column(C) Sd\¢duI|JAC3. pugol MY
Colmn (D) and Column (E) Sdnuuls JAC 3. nag:2 ol 4
Column (F) So yahoo Ftnancl Analyst EPS Growth Eshmaiu NaaM 5 V-ls mnenmavn 7
Cduvvvu (G) . Avenge Cutumns (B) through [F]
Column (H) . Cahlmn (A) ll » Column (G)]
Cclumnil) ceouvnn (G) Column (n)

I
I



Schedule JAC 3
Page 2 of 4

Arizona Public Service Company
Test Year Ending December 31, 2015
Docket No. E-01345A-16-0036

PROXY GROUP __ DIVIDEND YIELD

(A) (E)
Line

DPS Yield

(B) (C) (D)
SeptemberNovember, 2016

Hiqh Low AveraqeProxy Group Companies_*Q

Alliant Energy

American Electric Power

I
I
I

i

MGE Energy

NextEra Energy

OGE Energy

Otter Tail Corp.

PG&E Corp.

Pinnacle West Capital

Portland General

3.47%

3.15%

3.56%

3.46%

3.00%

3.64%

3.80%

3.30%

2.69%
2.73%

4.59%

3.84%

2.87%
2.14%

2.86%

3.53%
3.54%

3.23%

3.33%

3.03%

3.94%

3.23%

2.91 %

3.26%
2.69%

3.35%

$2.08

$1.18

$2.24

$1.70

$1.24

$2.68

$2.80

$3.08

$1.92

$1.24

$3.40

$1.05

$2.20

$1.23

$3.48

$1.10

$1.25

$1.95

$2.50
$1.28

$1.64

$2.30

$3.02

$1.60

$1.52

$1.36

$64.57

$40.60

$66.96

$51 .91

$44.44

$79.54

$77.32

$97.60

$76.30

$48.75

$81 .83

$28.70

$81 .55

$63.55

$128.87

$33.10

$39.75

$64.40

$80.19

$44.32

$44.01

$75.92

$111.40

$52.04

$57.49

$43.49

$60.02
$37.43

$62.84

$49.12

$41 .38

$73.60

$73.68

$93.30

$71 .47

$45.35

$74.10

$27.34

$76.62

$57.35

$121 .77

$31 .12

$35.41

$60.71

$75.10

$42.29

$41 .57

$71 .11

$103.71

$49.05

$56.54

$40.56

$56.48

$34.88

$58.16

$46.84

$38.78

$68.76

$69.51

$89.66

$67.44

$42.49

$66.71

$26.33

$72.93

$53.48

$110.49

$29.57

$33.08

$57.63

$70.86

$40.28

$39.28

$67.31

$92.95

$46.52

$54.57

$38.00

1 ALLETE

2

3

4 Ameren Corp.

5 CMS Energy Corp.

6 Consolidated Edison

7 Dominion Resources

8 DTE Energy

9 Edison International

10 EI Paso Electric
11 Energy Corp.

12 Great Plains Energy

13 IDACORP Inc.

14

15

16

17

18

19

20

21 Public Service Enterprise

22 SCANA Corp.

23 Sempra Energy

24 Vectren Corp.

25 Westar Energy

26 Xcel Energy Inc.
27
28 3.28%Average

Sources:

Column (A) - Value Line Investment Survey - Current Quarterly Dividend Annualized

Columns (B) (C) and (D) - Yahoo Finance



Schedule JAC 3

Page 3 of 4
Arizona Public Service Company
Test Year Ending December 31 2015

Docket No. E01345A-16-0036

PROXY GROUP - PER SHARE GROWTH RATES

5yearHistoric Growth Rates
EPS DPS BVPS AveraqeProxyGroupCompanies

Estd 1214 to 1820 GrowthRates
EPS DPS BVPS Averaqe

Line

M

6.0%

4.0%

5.0%

2.5%

65%

4.0%

4.5%

5.8%

4.2%

NMF NMF NMF

5.0%

7.0%

3.5%

NMF

8.5%

3.0%

1.5%

6.5%

3.5%

4.0%

NMF

165%

1.5%

7.0%

5.0%

4.0%

NMF

1.5%

NMF

4.0%

3.5%

1.5%

4.0%

1.5%

7.5%

3.5%

2.0%

5.0%

5.5%

7.5%

8.5%

4.0%

8.0%

7.0%

5.0%

6.5%

NMF

8.0%

2.5%

8.5%

6.0%

0.5%

1.5% 3.5%

3.5%

15.5%

NMF

8.5%

6.5%

NMF

4.5%

1.5%

3.5%

9.0%

6.0%

3.0%

7.0%

5.0%

5.5%

2.5%

4.0%

4.5%

9.7%

2.7%

3.3%

5.2%

3.0%

5.8%

2.5%

3.0%

7.3%

5.0%

7.0%

7.0%

8.0%

2.5%

4.7%

4.0%

4.8%

4.0%

6.3%

2.7%

5.3%

5.0%

2.0%

2.5%

2.5%

2.5%

12.0%

2.0%

3.0%

4.5%

4.0%

6.0%

4.0%

6.0%

6.0%

2.5%

10.0%

6.0%

3.5%

4.0%

2.0%

4.5%

3.0%

7.0%

45%
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5.5%

9.5%

7.0%

3.0%

5.5%

7.5%

4.0%

11.0%

9.5%

1.5%

7.0%

5.0%

6.0%

5.0%

5.0%

7.0%

5.0%

3.0%

6.0%

3.8%

4.8%

4.3%

4.5%

6.2%

3.0%

8.0%

5.3%

6.2%

5.0%

2.7%

4.2%

4.8%

5.3%

7.2%

5.3%

4.3%

7.8%

4.2%

5.0%

3.5%

4.8%

6.0%

6.3%

4.7%

5.2%

4.0%

4.0%

4.0%

3.5%

6.0%

3.5%

6.0%

4.5%

5.5%

4.0%

3.0%

2.5%

4.0%

5.0%

6.0%

3.5%

5.5%

4.5%

3.5%

3.5%

3.5%

5.0%

3.0%

5.0%

5.0%

4.0%

ALLETE

Alliant Energy

American Electric Power

Ameren Corp.

CMS Energy Corp.

Consolidated Edison

Dominion Resources

DTE Energy

Edison International

EI Paso Electric
Energy Corp.

Great Plains Energy

IDACORP Inc.

MGE Energy

NextEra Energy

OGE Energy

Otter Tail Corp.

PG&E Corp.

Pinnacle West Capital

Portland General

Public Service Enterprise

SCANA Corp.

Sempra Energy

Vectren Corp.

Westar Energy

Xoel Energy Inc.

4.9%

1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

27
28 5.1%Average

Sources:
Value Line Investment Survey - September 16 2016 (See Attachment 1)

Value Line Investment Survey October 28 2016 (See Attachment 1)
Value Line Investment Survey November 18, 2016 (See Attachment 1)

Ix
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Page 4 of 4

Arizona Public Sewlce Company
Test Year Ending December 31 2015
Docket No. E01345A16003$

PROXY GROUP -- GROWTH RATES - RETAINED TO COMMON EQUITY

(E)
2015 201 G 2017

(A)
2011

(B)
2012

(D)
2014

(C)
2013 201921Averaqe AveraqeProxy Group Companies

Line
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4.0%
3.0%
4.5%
2.5%
3.5%
3.5%
5.5%
4.0%
6.5%
1.5%
4.5%
5.0%
2.0%
3.5%
1.5%
3.0%
3.5%
3.5%
4.5%
4.5%
1.5%
4.0%
4.5%
4.0%

4.1%
8.6%
3.6%
6.5%
1.9%
2.7%
4.3%

3.5%
4.8%
3.9%
5.1%
2.9%
4.0%
4.7%

4.6%
6.3%
4.9%
5.0%
2.9%
4.3%
4.5%

2.7%
4.0%
3.8%
2.6%
5.2%
3.3%
3.6%
3.6%
8.4%
5.9%
5.2%
2.3%
5.6%
5.3%
6.1%
6.5%
1.8%
1.8%
3.7%
3.7%
6.2%
4.2%
5.3%
2.6%
3.6%
4.5%

3.3%
6.8%
4.3%
5.8%
4.2%
2.9%
4.3%

3.0%
4.7%
3.8%
3.2%
5.0%
2.8%
4.3%
3.8%
5.5%
4.0%
4.5°/o
2.3%
4.0%
5.8%
3.0%
3.3%
2.3%
4.2%
3.5%
3.5%
4.5%
4.5%
4.0%
4.7%
4.7%
4.0%

3.0%
5.5%
3.5%
3.5%
5.0%
30%
60%
4.0°/o
5.5%
4.0°/o
3.5%
3.0%
3.5%
7.0%
3.0%
3.0%
3.5%
4.5%
3.5%
3.5%
4.5%
4.5%
6.5%
5.5%
5.0%
4.0%

ALLETE
Alliant Energy
American Electric Power
Ameren Corp.
CMS Energy Corp.
Consolidated Edison
Dominion Resources
DTE Energy
Edison International
EI Paso Electric
Energy Corp.
Great Plains Energy
IDACORP Inc.
MGE Energy
Ne>dEra Energy
OGE Energy
Otter Tail Corp.
PG&E Corp.
Pinnacle West Capital
Portland General
Public Service Enterprise
SCANA Corp.
Sempra Energy
Vectren Corp.
Westar Energy
Xcel Energy Inc.

Avera e

1
2
3
4
5
6
7
8
9
10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28 4.28% 3.96%

Source:
Value Line Investment Survey September 16 2016 (See Attachment 1)
Value Line Investment Survey . October 28 2016 (See Attachment 1)
Value Line Investment Survey November 18. 2016 (See Attachment 1)
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CAPITALASSEIPRICING MOD§L 3 Hl$]QRlCAL_MARl$EI Rl MI _M
Based on

RUCOs Electric Sample Companles

IB] [DI
Ana x Marks
Rlsk Pnmlum

[C]
Martel Rlsk
Premlum

[A]
Risk Free

Rats

[E]
Enlmaud Cost

olE uTAProxy Group Companies
Una

M

0.75

0.15

0.65

0.70

1

2

3

4

z

|

s

|

1

=

0.65

0.55

0.65

0.70

0.65

0.70

0.65

0.75

0.15

0.70

0.65

0.90

=

5.15%

5.15%

4.46%

4.81 as

4.46%

3.78%

4.46%

4.81%

4.46%

4.81%

4.46%

5.15%

51s%

4.81%

4.46%

6.18%

5.84%

4.46%

ALLETE

Alliant Energy

American Electric Power

Ameren Corp.

CMS Energy Corp.

Consolidated Edison

Dominion Resources

DTE Energy

Edison lntemationai

EI Paso Electric
Energy Corp.

Great Plains Energy

IDACORP one.

MGE Energy

NexlEra Energy

OGE Energy

Otter Tail Corp

PG&E Corp.

Pin fade West Capital

Poniand General

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24 z

x

7.72%

7.72%

7.03%

7.38%

7.03%

6.35%

7.03%

7.38%

7.03%

7.38%

7.03%

7.72%

7.72%

7.38%

7.03%

8.75%

8.41 %

7.03%

7.38%

7.38%

7.38%

7.38%

8.06%

7.72%

7.38%

6.69%

X
x
X
x
x
x
x
X
X
x
x
x
X
X
x
x
x
x
X
x
x
X
x
x
x
x

4.81%

4.81%

4.81%

4.81%

5.49%

5.15%

4.81%

4.12%

0.85

0.65

0.70

0.10

0.10

0.10

0.80

0.75

0.70

0.50

6.87%

6.87%

G.87%

6.87%

6.87%

8.87%

6.87%

5.87%

6.87%

6.87%

6.87%

6.87%

6.87%

6.87%

6.B7%

6.87%

6.87%

6.87%

6.87%

8.87%

6.87%

887%

8.87%

8.87%

6.87%

8.87%

2.57%

2.57%

2.57%

2.57%

2.57%

2.57%

2.57%

2.57%

2.57%

2.57%

257%

2.57%

2.57%

2.57%

2.57%

2.57%

2.57%

2.57%

2.57%

2.57%

2.57%

2.57%

2.57%

2.57%

2.57%

2.57%

25

26

Public Service Enterprise

SCANA Corp.

Sempra Energy

Vectren Corp.

Westar Energy

Xoel Energy Inc.

0.704 7.40%27 Sample Average

CAPITAL ASSET PRICING MODEL HISTORICAL MARKET RISK PREMIUM

Based on

RUCOs Nuclear Subsample Companies

Una

M

515%

4.81 as

448%

4.81 as

4.46%

4.46%

448%

=

7.72%

738%

7.03%

738%

7.03%

7.03%

7.03%

7.38%

738%

7.38%

x
x
x
x
x
x
x
x
x
x

6.87%

6.87%

8.87%

6.87%

6.87%

6.87%

6.87%

6.87%

6.87%

6.87%

0.75

0.70

0.65

0.10

0.65

0.65

0.65

0.70

0.10

0.70

2.57%

2.57%

2.57%

2.57%

2.57%

2.57%

2.57%

2.57%

257%

2.57%

4.81%

4.81%

4.81%

1

2

3

4

5

e

7

e

g

10

Alliant Energy

Ameren Corp.

Dominion Resources

DTE Energy

Energy Corp.

NexlEra Energy

PG&E Corp

Pinnacle West Capital

Public Service Enterprise

SCANA Corp.

0.685 7.28%11 Subsample Average

so year Treasury Bonds20 year Treasury Bonds
September 2016
October 2016

November 2016
Average

2.02%
2.17%
2.54%
224%

2.35%
2.50%
2.85%
2.57%.

2.57%RUCO RiskFree Rate

REFERENCES
Column [A]: Federal Reserve Selected Interest Rates H.15 Attachment 2
Column [B]: Value Line Investment Survey January 15. 2016 Attachment 1
Column [C]: JAC . 4 Page 2 of 2
Column [D]: [B] [C]
Column [E]: [Al 4 [D]
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RISK PREMIUMS BASED ON
STANDARD & POORS 500 COMPOSITE RETURNS and

20YEAR U.S. TREASURY BOND YIELDS

[C][B][A] [E]
RISK

PREMIUM

[D]
20YEAR
T-BONDROEBVPSEPS

!I
I
i
I

i.
I

7.10%
7.69%
5.09%
2.95%
-2.11%
1.85%
2.16%
0.55%
2.51%
5.50%
8.28%
704°/>
6.28%
2.23%
4.93%
6.07%
9.78%
8.98%
10.25%
9.64%
8.90%
11.09%
9.99%
1.81%
2.93%
919%
9.94%
11.48%
12.03%
7.89%
1 .33%

7.90%
8.86%
9.97%
11.55%
13.50%
10.38%
11.74%
11.25%
8.98%
7.92%
8.97%
8.81 %
8. 19%
8.22%
7.29%
7. 17%
6.59%
7.60%
6.83%
6.69%
5.72%
6.20%
6.23%
5.63%
5.43%
4.96%
5.04%
4.64%
5.00%
4.91%
4.36%
4.11%
4.03%
3.62%
2.54%
3. 12%
3.07%

15.00%
16.55%
15.06%
14.50%
11.39%
12.23%
13.90%
11.80%
11.49%
13.42%
17.25%
15.85%
14.47%
10.45%
1222%
13.24%
16.37%
16.58%
17.08%
16.33%
14.62%
17.29%
16.22%
7.44%
8.36%
14.15%
14.98%
16.12%
17.03%
12.80%
3.03%
10.56%
14.16%
14.59%
13.52%
14.49%

14.18%

$79.07
$85.35
$94.27
$102.48
$109.43
$112.46
$116.93
$122.47
$125.20
$126.82
$134.07
$141 .32
$147.26
$153.01
$158.85
$149.74
$180.88
$193.06
$216.51
$237.08
$249.52
$266.40
$290.68
$325.80
$338.37
$321.72
$367.17
$414.75
$453.06
$504.39
$529.59
$451 .37
$513.58
$579.14
$513.14
$666.97
$715.84
$726.96
$737.54

$12.33
$14.86
$14.82
$15.36
$12.64
$14.03
$16.64
$14.61
$14.48
$1750
$23.75
$22.87
$21 .73
$16.29
$18.86
$21 .89
$30.60
$33.96
$38.73
$39.72
$37.71
$48.17
$50.00
$24.70
$27.59
$48.73
$58.55
$69.93
$81 .51
$66.18
$14.88
$50.97
$77.35
$86.95
$86.51
$100.20
$102.31
$86.53

6.45%
10.13%
10.97%
10.98%
11.37%

11.11 %

9.27%
6.87%

2.55%
6.83%

11.82%
13.10%

Line

u
1
2
3
4
5
6
7
8
g

10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35
36
37
38

39
40

Year
1977
1978
1979
1980
1981
1982
1983
1984
1985
1986
1987
1988
1989
1990
1991
1992
1993
1994
1995
1996
1997
1998
1999
2000
2001
2002
2003
2004
2005
2006
2007
2008
2009
2010
2011
2012
2013

2014

2015
Average

[A];
[B]:
[CII
[DI;

[E]:

Diluted earnings per share on the S&P 500 Composite Index.
Book value per share on the S&P 500 Composite Index.
Average of current- and prior year [B] / current year [A].
Annual income returns on 20year U.S. Treasury bonds.

[Cl - [D]
Sources for [A] and [B]: Standard & Pools 2015 Analysts' Handbook and
httos://vcharts.com/indicators/reports/so 500 earninrls
Source for [D]: Morningstar 2015 Classic Yearbook (Table A-7) and
U.S Department of the Treasury
https://www.treasury.gov/Pages/default.aspx
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COMPARABLE EARNINGS ANALYSIS

RETURN ON COMMON EQUITY FOR RUCOS ELECTRIC SAMPLE COMPANIES

2017

xavn $V- Syn
»4a»1w<»1 o m n i ~=4»<1»¢
A -up A -up A -un

10051015 2°lk2°l5 mum2001zoos

2019 .
2 1191.52913: S mhow 20111292Q smxanx 2010

8098 5.3%
11 sos
9 .8 *

7 ] *
D 9%
91%

IM!
w e *
9.3%
11.3%
a 7%

89%
95%
103%
S u s
11 1*
921/-
148%

2211

s 1%
w a v .
9  5*
a 8%
128%
g o *
149%

a 7 *
9 5%
10358
7 5%

12.8%
9.2%
13.9%

a 3%
1 0 4 *
9 8%
82%
13.0%
9 2%
149%
9.2%go*

9 2 *
13  3*
11.5%
16 ass
9.8%

11  2*

7 6%
11 3/u
96%
7596
13.1/l
9.4%
154%
83%

1 2 5 *
a ass

11 7%
95*
n 5%
74%
128%
11 2*
IS 3*

118*
11 3%
11498
go*
72*
yous
14 9%
7.7*
o w
11.2%
14 4%

11 0%

100%
9 0 6
130%
8.5%
1 s.0ss
9 .5*
11.0*
8.5%
12.5%
5 5%48%

s ass
s ass
104%
7.8%
8.5%
5.4%
140%
o 5%
108%
9.3%
14 3%
4 ass

w a s

9.4%

9.2%
7 2%

9.9%
12 1%
H 4%

10.7%
6.7%
9.0%
11.7%
10.3%
10.7%
9.3%

10.5%
13.6%
15.0%
5 8 *

10.1%
11.1%
115%
13.4%
2.7%

9.8%
9.8%

5.5%
12 5%
9 5%
9.5%
13.5%

e 5%
190%

10.0%
1\ 5%
9.0%
10.0%
7.5%
9.0%
13.0%
115%
11.5%
1 oo%
11.m%
10.0%

128%
9.3%
5.7%
9.7%
7.5%
107%
10 1%
9.6%

102%
12.5%
12.7%
3.8%

11.2%

8.9%
s 2%
178%

10.2%
1 1 1 *I

1 2 8 *
10 ass
11 5%
6.3%
9 8 *
H J *
12.3%
12.3%
7.8%
7.3%
9.3%
5.3%
12.8*
1 0
10 5*
1 0 2 *

a w
15
H 0*
11
5
9.W

11.1%
N M
12.8%
7.3%
6.7%
98*
G
11 S%
101*
104%
10.4%

a y *

1 2 5 *
105%
130%
s 8%
9.1%
11.2%
12.7%
12.8%
70%
9.5%
8.7%
79%
14.8%
10.4%
11.9%
10.1%
8.5%
9.5%

12.5%
8.9%
14.2%

9.494
10.4%
11.1%
14.7%
7.3%
9.3%
11.0%
13.5%
12.9%
2.0%
9.7%
a m s
7.9%
182%
102%
11.1%

9.3%
8.5% a ass

1o.oss

5.5%
108%
100%
1081s

12.0%
9.5%

1 0 5 *

8 5 *
11 me
10.0%
9 ass

13.5%
a s %
15.0%
\0 0 *
11 ass
9.0%
9 .5 *
1.0%
9.0%
1 I ass
11 .ass
10 5*
9.0%

10 .5*
10011
8.5%

110%
10.0%
10 .5*
115%
9.0%

1 0 5 *

9.0%
11 Aus
10.0%
14.0%
13.0%
10.0%
11.0%

was
H g *
s 5*
toms
g.0*
was
9 5*
a ass
10598
moss
a 0*
ITS*
9 5*

100%

9 0%
10.0%
9.9%
8.3%

13.3%
9.1%
15.0%
9 .1 *
120%
8.1%
1 1 2 *
5 .8*

9  5 *
10.3%
12.2%
102%
9 7%
s ass
95%
7.6A

129%
100%
11 .ms
11.7%
8.0%

10.0%

7 8%
109%
9.7%
8.7%

13.0%
8.5%
15.4%
10.9%
110%

9 3%
104%
8 7%
99%
122%
124%

122%
9 sos
9 1%
9.1%
92%
12 5%
lo 8%
10.3%
104%
9 5%

10011

8.8%
9.8%
9.9%0.9%

9.2%
8.8%
8.8%

15.4%
10.0%
11.0%
9.7%
7.7%
9.9%

9.4%
102%

10.4%
8.3%
9.4%

10.1%
s.ass
11 .4%
12.2%
14.5%
10.2%
11 8%
8.5%
11 .O%
18.1%
10.8%
13.5%
11.6%
92%
9.191

7.8%
11 .0%
14.11%
12.2%
5 1%
12.6%
8.2%
6.4%
19.0%
11.4%
14.0%
9.5%
s .2v.
9.2%

11 6*

9 1%
120%
5.1%

6 4 %
92%

13  1*
7 5%
14.0%
10.6%
138%
94%
1 9 %
\1 .3*
12.9%
14  1*
10.2%
12.7%
9.2%
5  8*
n e s s
10 sos
14  8*
B J *
\0 .7*
9 .7 *

ALLETE
A lhanl Energy
American Electric Povuur
Ameren Corp.
CMS Energy Corp.
C vnsohdulod E8  un
Dominion Resoulcu

DTE Energy
EMs on IMamationll

EI Paso Electric
Enzorqy Corp.
Great P lains Energy
IDACORP Inc.
MGE Energy
Nemira Enemy
O GE Energy
0119!  Ta C up
pos e  C up.
P innac le Wed C ipial
Portland General
Public  Sewico Emcfpdse
SCANA C 049.
Sempfa Energy
V ectren Com
Weslal Energy
Xcel End¢gy Inc.I

10.1s% 10.27%10.9%10.2*moss10.5%10.3%10.3% 9.9%10.1%9.8%10.5%11.2%M n :MnMun

ADD* 10.0% 1o.ms 1 o.1o% 9.92%s u m .9.5%has 102%9.6% 10.0%9.4% 10.2/as11.3% 10.5ss10.5%Median

1 o.151s 1o.1 m%10.14%Annie al Mun and Median

Source: V alue Lino Imnsnmm Savoy Senembar 16 2o1 e (Sao A nnchmam 1)
Value Lino lrwnstmant Swvvv O ctaNe: pa. 2018 (Sea Auachmcm 1)
Value Lim lrmastmant Survey November 1 s 2o1e (Sea Anachmem 1)

2011200s

141- SV-1 §Vou
ntnuku waunul h q a u
Anna lamp Avant

: mms  aux z us  E l i . E w
1019 .

2921291129122211am

Companbk Eamings Analysis
. | u m Le Com no:

2911 14 2015:nmMM2MQgmnm

104%
52%

9114
9114

9.9%
11.6%

14.2%

9.4%

1 I 5%
9.2%

16.3%
9 .8 *
10.7%
10.3%

109%
a.71s

15.4*
10.9%
10.4*
12.4%
9.1%

6 .B*
7 8 *

14.9%
8.5%

14.3%
125%
112%
6.9%

9.8%
98*
108*
100%

14.9%
9.2%
11.5%
12.3*
7.3%

9.3%
12.6%
102%

12.5%
9.5%

190%
10.0%
10.0%
11.5%
11.0%
10.0%
11.0%
10.0%

11 .0%
9.0%

15.0%
10.0%

9.5%
11 0%
10.5%
10.0%
11 .0%
10.0%

9.0%
a.4%
14 a%
0.1%
13.0%
12.7%

9.5%
8.7%
14.8%

104%

9.1%
12.5%
108%

10.oss
8.3%

15094
9.1%

1 I 2%
122ss
a m s
9.5%

129%
10.0%

11 .ass
a m s

1s.oss
9.5%

12.5%
0.5%
8.0%
9.5%

10.5%
19.0%

9.5%
7 .5*

13.9%
w a s

15 ass
115%
9 2 %
w a s

15.4%
10036

\0.3*
8.5%

14.9*
9.0*

11 .ass
11 .991
s 7*
9.5%

11 sos
10.1*

11.3%
h a s

1 S4*
u s e
92%

11 .414
s7ss
9.7%

10.7%
10.1%

147%
13.5*
9.7%
9.0%

16.2*
10.2*

178%

10.2%

l
s
c
s
n
s
8
I
|
»

13.1%
75%

118%

12.9%
12.7%
92%

135%
105%

9.5%
a n s

11.5%
7.4%

15.3%
14 .0*
12.5%
6 2 %

19096
11.4%

1113*
9 2 %

14.9%
7 .7*

14496
12.2%
11.8%

8.5%
18.1%
10.a%

Alliant Energy
A  re ran Ww
D ominkm Rnourc u
DTE Energy
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ECONOMIC INDICATORS

Industrial

Production

Growth

Real GDP

Growth

Unemploy

ment

Rate
Consumer
Price Index

Producer

Price Index

II

Line

89
1
2
3
4
5
6
7
8
g

10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35
36
37
38
39
40
41

-1.1%
5.4%
5.5%
5.0%
2.8%
-0.2%
1.8%
-2.1%
4.0%
6.8%
3.7%
3.1%
2.9%
3.8%
3.5%
1.8%
-0.5%
3.0%
2.7%
4.0%
3.7%
4.5%
4.5%
4.2%
3.7%
4.1%
1.1%
1.8%
2.8%
3.8%
3.3%
2.7%
1.8%
-0.3%
-2.8%
2.5%
1.6%
2.2%
1.7%
2.4%
2.6%

1221
1975
1976
1977
1978
1979
1980
1981
1982
1983
1984
1985
1986
1987
1988
1989
1990
1991
1992
1993
1994
1995
1996
1997
1998
1999
2000
2001
2002
2003
2004
2005
2006
2007
2008
2009
2010
2011
2012
2013
2014
2015

-8.9%
10.8%
5.9%
5.7%
4.4%
-1.9%
1.9%
-4.4%
3.7%
9.3%
1.7%
0.9%
4.9%
4.5%
1.8%
-0.2%
-2.0%
3.1%
3.4%
5.5%
4.8%
4.3%
7.3%
5.8%
4.5%
4.0%
-3.4%
0.2%
1.2%
2.3%
3.2%
2.2%
2.5%
-3.6%
11.5%
5.5%
2.9%
2.8%
1.9%
2.9%
0.3%

8.5%
7.7%
7.0%
6.0%
5.8%
7.0%
7.5%
9.5%
9.5%
7.5%
7.2%
7.0%
6.2%
5.5%
5.3%
5.6%
6.8%
7.5%
6.9%
6.1%
5.6%
5.4%
4.9%
4.5%
4.2%
4.0%
4.7%
5.8%
6.0%
5.5%
5.1%
4.6%
4.6%
5.8%
9.3%
9.6%
8.9%
8.1%
7.4%
6.2%
5.3%

7.0%
4.8%
6.8%
9.0%
13.3%
12.4%
8.9%
3.8%
3.8%
3.9%
3.8%
1.1%
4.4%
4.4%
4.6%
6.1%
3.1%
2.9%
2.7%
2.7%
2.5%
3.3%
1.7%
1.6%
2.7%
3.4%
1.6%
2.4%
1.9%
3.3%
3.4%
2.5%
4.1%
0.1%
2.7%
1.5%
3.0%
1.7%
1.5%
0.8%
0.7%

6.6%
3.7%
6.9%
9.2%
12.8%
11.8%
7.1%
3.6%
0.6%
1.7%
1.8%
-2.3%
2.2%
4.0%
4.9%
5.7%
-0.1%
1.6%
0.2%
1.7%
2.3%
2.8%
-1.2%
0.0%
2.9%
3.6%
-1.6%
1.2%
4.0%
4.2%
5.4%
1.1%
5.2%
-0.9%
4.3%
4.7%
4.7%
1.4%
0.8%
-1.2%
-3.8%

Source: Council of Economic Advisors Economic Indicators, various issues.
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ECONOMIC INDICATORS

Producer
Price Index

Unemploy
ment
Rate

Consumer
price Index

Industrial
Production

Growth

Real
GDP'

Growth

56%
0.5%
32%
2.8%

4.8%
0.0%
3.2%
08%

5.8%
6.2%
6.1%
5.9%

1.1%
0.9%
0.9%
1.5%

1.2%
3.5%
7.5%
2.7%

5.2%
4.4%
0.8%
3.6%

5.2%
4.4%
0.8%
7.2%

5.6%
5.6%
5.4%
5.4%

2.8%
4.9%
4.6%
4.3%

3.0%
3.5%
3.6%
2.5%

5.6%
0.4%

14.0%
4.0%

4.4%
1.6%
B.8%
2.0%

5.3%
5.1%
5.0%
4.9%

4.1%
1.7%
3.1%
2.1%

3.8%
3.0%
2.7%
2.9%

4.8%
45%
0.4%
0.0%

0.2%
5.6%
4.4%
35%

4.7%
4.6%
4.7%
4.5%

3.4%
4.5%
5.2%
3.5%

5.4%
1.4%
0.1%
3.0%

6.4%
6.8%
1 .2%
6.5%

4.8%
5.2%
12%
0.6%

4.5%
4.5%
4.6%
4.8%

0.9%
3.2%
2.3%
2.9%

2.5%
1.6%
1.8%
1.7%

9.6%
14.0%
0.4%
28.4%

2.8%
7.6%
2.8%
13.2%

4.9%
5.3%
6.0%
6.9%

1.9%
0.2%
3.0%
6.0%

1.8%
1.3%
3.7°/a
8.9%

M
2003

1st Qtr.
2nd Qtr.
3rd Qtr.
4th QU.
2004

1st Qtr.
2nd Qtr.
3rd Qtr.
4th Qtr.
2005

1$t Qtr.
2nd Qtr.
3rd Qtr.
4th Qtr.
2006

1st Qtr.
2nd Qtr.
3rd Qtr.
4th Qtr.
2007

1st Qtr
2nd Qtr.
3rd Qtr.
4th Qtr.
2008

1st Qtr.
2nd QU
3rd Qtr.
4th Qtr.
2009

2.4%
3.2%
2.0%
2.5%

8.1%
9.3%
95%
10.0%

11.6%
-12.9%
9.3%
4.5%

0.4%
9.2%
0.a%
8.8%

5.3%
0.3%
1.4%
4.0%

6.5%
2.4%
4.0%
9.2%

9.7%
97%
9.6%
9.6%

0.9%
1.2%
2.8%
2.8%

1.6%
3.9%
2.8%
2.8%

2.7%
6.5%
6.9%
6.2%

9.0%
9.0%
9.1%
8.7%

5.4%
3.6%
3.3%
4.0%

4.8%
3.2%
2.4%
0.4%

9.6%
3.6%
6.4%
1.2%

1.5%
2.9%
0.8%
4.6%

3.2%
0.0%
4.0%
0.0%

8.3%
8.2%
8.1%
7.8%

2.0%
2.8%
9.6%
3.6%

4.5%
4.7%
3.4%
2.8%

2.3%
1.6%
2.5%
0.1%

12%
2.4%
0.0%
0.3%

2.0%
1.2%
1.6%
1.2%

7.7%
7.6%
7.3%
7.0%

2.5%
2.0%
2.6%
3.3%

1.9%
1.1%
3.0%
3.8%

1

i

l

0.9%
4.6%
4.3%
2.1%

1.6%
3.6%
0.0%
2.B%

0.3%
0.2%
0.0%
0.8%

6.6%
6.2%
6.1%
5.7%

3.2%
4.2%
4.7%
4.5% l

\
5.6%
5.4%
5.2%
5.0%

2.3%
1.2%
18%
0.9%

0.6%
3.9%
2.0%
1 .0%

0.2%
0.6%
0.0%
0.2%

3.5%
1.5%
1.1%
0.8%

1.6%
1.1%
1.0%

1.10%
1.03%
1.13%

4.9%
4.9%
4.9%

0.4%
0.6%
0.0%

0.80%
1.40%
2.90% P

Line
M
1
2
3
4
5
e
7
8
g

10
11
12
13
14
15
18
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35
36
37
38
39
40
41
42
43
44
45
46
47
48
49
50
51
52
53
54
55
56
57
58
59
60
61
62
63
64
65
66
67
68
69
70

1st Qtr.
2nd Qtr.
3rd Qtr
am QU.
2010

1st Qtr.
2nd Qtr.
3rd Qtr
4th Qtr.
2011

1st Qtr.
2nd Qtr.
3rd Qtr.
4th Qtr.
2012

1st Qtr.
2nd Qtr.
3rd Qtr.
4th Qtr.
2013

1st Qtr
2nd Qtr.
3rd Qtr.
4th Qtr.
2014

1st Qtr.
2nd Qtr.
3rd Qtr.
4th Qtr
2015

1st Qtr.
2nd Qtr.
3rd Qtr
4th Qtr.
2018

1st Qtr.
2nd Qtr
3rd Qtr.
4th Qtr.

'GDp=Gross Domestic Product
P: Preliminary

Source; Council at Economic Advisors. Economic Indicators various issues.

i

i
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INTEREST RATES

Utility
Bonds

Aa

US Treasury
T Bills

3 Month

Utility
Bonds

A

Utility
Bonds

Aaa

us Treasury
T Bonds
10 Year

Utility
Bonds

Baa
Prime
Rate

9.03%
8.63%
8.19%
8.87%
9.86%
12.30%
14.64%
14.22%
12.52%
12.72%
11.68%
8.92%
9.52%
10.05%
9.32%
9.45%
8.85%
8.19%
7.29%
8.07%
7.68%
7.48%
7.43%
6.77%
7.21%
7.88%
7.47%

[1]

!

9.44%
8.92%
8.43%
9.10%
10.22%
13.00%
15.30%
14.79%
12.83%
13.66%
12.06%
9.30%
9.77%
10.26%
9.56%
9.65%
9.09%
8.55%
7.44%
8.21 %
7.77%
7.57%
7.54%
6.91%
7.51%
8.06%
7.59%
7.19%
6.40%
6.04%
5.44%
5.84%
5.94%
6.18%
5.75%
5.24%
4.78%
3.83%
4.24%
4.19%
4.00%

10.09%
9.29%
8.61%
9.29%
10.49%
13.34%
15.95%
15.86%
13.66%
14.03%
12.47%
9.58%
10.10%
10.49%
9.77%
9.86%
9.36%
8.69%
7.59%
8.31%
7.89%
7.75%
7.60%
7.04%
7.62%
8.24%
7.78%
7.37%
6.58%
6.16%
5.65%
6.07%
6.07%
6.53%
6.04%
5.46%
5.04%
4.13%
4.47%
4.28%
4.12%

10.96%
9.82%
9.06%
9.62%
10.96%
13.95%
16.60%
16.45%
14.20%
14.53%
12.96%
10.00%
10.53%
11.00%
9.97%
10.06%
9.55%
8.86%
7.91 %
8.63%
8.29%
8.16%
7.95%
7.26%
7.88%
8.36%
8.02%
8.02%
6.84%
6.40%
5.93%
6.32%
6.33%
7.25%
7.06%
5.96%
5.57%
4.86%
4.98%
4.80%
5.03%

Year
1975
1976
1977
1978
1979
1980
1981
1982
1983
1984
1985
1986
1987
1988
1989
1990
1991
1992
1993
1994
1995
1996
1997
1998
1999
2000
2001
2002
2003
2004
2005
2006
2007
2008
2009
2010
2011
2012
2013
2014
2015
2016

7.99%
7.61%
7.42%
8.41 %
9.43%
11.43%
13.92%
13.01 %
11.10%
12.46%
10.62%
7.67%
8.39%
8.85%
8.49%
8.55%
7.86%
7.01%
5.87%
7.09%
6.57%
6.44%
6.35%
5.26%
5.65%
6.03%
5.02%
4.61%
4.01%
4.27%
4.29%
4.80%
4.63%
3.66%
3.26%
3.22%
2.78%
1.80%
2.35%
2.54%
2.14%
1.75%

Line

NO
1
2
3
4
5
6
7
8
g
10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35
36
37
38
39
40
41
42

5.84%
4.99%
5.27%
7.22%
10.04%
11.51%
14.03%
10.69%
8.63%
9.58%
7.48%
5.98%
5.82%
6.69%
8.12%
7.51%
5.42%
3.45%
3.02%
4.29%
5.51 %
5.02%
5.07%
4.81%
4.66%
5.85%
3.44%
1.62%
1.01 %
1.38%
3.16%
4.73%
4.41%
1.48%
0.16%
0.14%
0.06%
0.09%
0.06%
0.03%
0.05%
0.29%

7.86%
6.84%
6.83%
9.06%
12.67%
15.27%
18.89%
14.86%
10.79%
12.04%
9.93%
8.33%
8.21%
9.32%
10.87%
10.01%
8.46%
6.25%
6.00%
7.15%
8.83%
8.27%
8.44%
8.35%
8.00%
9.23%
6.91 %
4.67%
4.12%
4.34%
6.19%
7.96%
8.05%
5.09%
3.25%
3.25%
3.25%
3.25%
3.25%
3.25%
3.27%
3.50%

[1] Note: Moody's has not published Aaa utility bond yields since 2001 .

Sources: Council of Economic Advisors, Economic Indicators Moodys Bond Record; Federal
Reserve Bulletin various issues.

Note: Figures for 2016 are yearto-date averages (January .. October 2016)
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Arizona Public Service Company
Test Year Ending December 31, 2015
Docket No. E-01345A-16-0036

STOCK PRICE INDICATORS
S&P

Earnings/Price
Ratio

S&P
Dividend/Price

RamoDJIA
NASDAQ

Composure
S&P

Composhe

I.

Une
M
1
2
3
4
5
6
7
8
g
10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35
36
37
38
39
40
41

4.31 %
3.77%
4.62%
5.28%
5.47%
5.26%
5.20%
5.81 %
4.40%
4.64%
4.25%
3.49%
3.08%
3.64%
3.45%
3.61 %
3.24%
2.99%
2.78%
2.82%
2.56%
2.19%
1.77%
1.49%
1.25%
1.15%
1.32%
1.61 %
1.77%
1.72%
1.83%
1.87%
1.86%
2.37%
2.40%
1.98%
2.05%
2.24%
2.14%
2.04%
2.10%

9. 15%
8.90%
10.79%
12.03%
13.46%
12.66%
11.96%
11.60%
8.03%

10.02%
8.12%
6.09%
5.48%
8.01 %
7.41 %
6.47%
4.79%
4.22%
4.46%
5.83%
6.09%
5.24%
4.57%
3.46%
3.17%
3.63%
2.95%
2.92%
3.84%
4.89%
5.36%
5.78%
5.29%
3.54%
1.86%
6.04%
6.77%
6.20%
557%
5.25%
4.59%

Year
1975
1976
1977
1978
1979
1980
1981
1982
1983
1984
1985
1986
1987
1988
1989
1990
1991
1992
1993
1994
1995
1996
1997
1998
1999
2000
2001
2002
2003
2004
2005
2006
2007
2008
2009
2010
2011
2012
2013
2014
2015

802.49
974.92
894.63
820.23
844.40
891 .41
932.92
884.36

1,190.34
1,178.48
1,328.23
1792.76
2,275.99
2060.82
2,508.91
2,678.94
2929.33
3,284.29
3,522.06
3793.77
4493.76
5,742.89
7,441.15
8,625.52

10,464.88
10,734.90
10189.13
9,226.43
8,993.59

10317.39
10,547.67
11408.67
13,169.98
11252.61
8876.15

10,662.80
11,966.36
12967.08
14,999.67
16773.99
17,59061

491.69
$599.26
715.16
751.65
925.19

1,164.96
1469.49
1,794.91
2,728.15
2783.67
2,035.00
1,539.73
1,647.17
1,986.53
2,099.03
2,265.17
2,577.12
2162.46
1,841.03
2,347.70
2,680.42
2,965.77
3,537.69
4,374.31
4,940.49

322.84
334.59
376.18
415.74
451.21
460.42
541.72
670.50
873.43

1085.50
1,327.33
1,427.22
1194.18
993.94
965.23

1,130.65
1207.06
1,310.67
1,476.66
1,220.89
946.73

1,139.31
1,268.89
1,379.56
1,462.51
1,930.67
2,061.20

Source: Council of Economic Advisors, Economic Indicators, various issues.
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Arizona Public Sewlco Company
Test Year Ending December 31 2015
Docket No. E01345A16003$

STOCK PRICE INDICATORS

S&P
Eamlngslprice

Ratio

S&P
Dividends/Price

RatioDJIA
NASDAQ

Composite
s ap

Composite
Line
M

452%
4.92%
5.18%
483%

164%
1.71%
1.79%
1.75%

10488.43
1028904
10129.85
10362.25

2041 .95
1984113
1872.90
2050.22

1.13329
1.122.87
1.104.15
1162.07

2004
1 sl Oar.
2nd On.
3rd Qtr.
am Qtr.

5.11%
5.32%
5.42%
5.60%

1.77%
1.85%
1.83%
1.86%

10848.48
10382.35
10532.24
10.B27.79

2056.01
2012.24
2144.61
2246.09

1191.98
1181.65
1225.91
1262.07

2005
1st Qtr.
2nd Qtr.
3rd Qtr
4th Qtr.

1.85%
1.90%
1.91%
1.81%

5.61 %
5.86%
5.88%
5.75%

10996.04
11188.84
11274.49
12175.30

2006
1st Orr.
2nd Qtr.
3rd Qtr.
am Qtr.

2287.97
2240.48
2.141 .97
2.390.26

1 283.04
1281.77
1288.40
1 .38948

5.85%
5.55%
5.15%
4.51 %

1 .84%

1 .82%

1 .86%

1.91 as

12470.97
13.21426
1348843
13.50295

2444.85
2.55237
2609.68
2.701 .59

2007
1 sl Qtr.
2nd Qtr.
3rd Orr.
4th Qtr.

1 42530
1 496.43
1 490.81
1 494009

4.55%
4.05%
3.94%
1 .65%

2.11%
2.10%
2.29%
2.98%

1350.19
1371 65
1.251 .94
909.80

12383.86
12508.59
11322.40
8795.61

2332.91
2426.26
2290.87
159964

200s
1st Qtr
2nd Qtr.
3rd Qtr.
am Qtr.

0.88%
0.82%
1 .19%
4.57%

3.00%
2.45%
2.16%
1 .99%

7774.06
8327.83
9229.93
10172.78

2009
1st Qtr.
2nd Qtr.
3rd Qtr.
4th Qtr.

1 485.14
1 .731 .41
1 985.25
2182.33

809.31
892.23
996.68

1 .088.70

5.21%
8.51%
6.30%
6.15%

1 .94%

1 .97%

2.09%

1 .95%

10454.42
10570.54
10390.24
11236.02

2010
1 sl Qtr.
2nd au.
3rd QU.
am Qtr.

2274.88
2343.40
2237.97
2534.82

1121.60
1.13525
1096.39
1204.00

1.85%
1.97%
2.15%
2.25%

6.13%
8.35%
7.69%
6.91%

12024.82
12370.73
11 .671.47
11798.65

2.741 .01
2768.64
2613.11
2600.91

2011
1 sl Qu.
2nd Qtr.
3rd Qtr.
am Ort.

1302.74
1.31904
1 .237.12
1 225.B5

6.29%
6.45%
G.00%
6.07%

2.12%
2.30%
2.27%
2.28%

2902.90
2928.62
3029.86
3001 .69

1283980
12765.58
13118.72
11142.91

2012
1st Qtr.
2nd Qtr.
3rd Qtr.
am Qtr.

1 7 . 4
1350.39
1402.21
1.41821

5.59%
5.88%
5.65%
5.42%

2.21 %
2.15%
2.14%
2.06%

2013
1st Qtr.
2nd Qtr.
3rd Qtr.
4th Qtr.

14000.30
14.961 .28
15255.25
15751.96

3177.10
3369.49
3643.63
3960.54

1514.41
1609.77
1675.31
1770.45

2.04%
206%
2.02%
2.03%

5.39%
5.26%
5.38%
4.97%

18170.26
16603.50
16953.85
17388.36

4210.05
4195.81
44B351
4607.88

1 .834.30
1 .900.37
1975.95
2012.04

2014
1st Qtr.
2nd Qtr.
3rd Qtr.
4th Ort.

4.80%
4.60%
412%
4.23%

2.02%
2.05%
2.16%
2.16%

17806.47
18007.48
17.06552
17482.97

2015
1st Ort.
2nd Qtr.
3rd QU.
4th Qtr.

4821.99
5017.47
4921.81
5000.70

2063.46
2102.03
2.026.14
2053.17

420%
4.14%
4.13%

2.31%
2.19%
2.13%

4609.47
4845.55
5185 M

1948.32
2074.99
2161 .36

16635.76
17783.85
18367.92

1
2
3
4
5
6
7
8
9
10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35
36
37
38
39
40
41
42
43
44
45
46
47
48
49
50
51
52
53
54
55
56
57
58
59
60
61
62
63
64
65
86
87
68
89
70
71
72
73
74
75
76
77

2016
1st Orr.
2nd Qtr
3rd Qtr.
am Qtr.

Source: Council of Economic Advisors Economic Indicators various issues.
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PROXY GROUP COMMON EQUITY RATIOS

2015201420132011 20122010Company

ALLETE

Alliant Energy

American Electric Power

Ameren Corp.

CMS Energy Corp.

Consolidated Edison

Dominion Resources

DTE Energy

Edison International

EI Paso Electric

Energy Corp.

Great Plains Energy

IDACORP Inc.

MGE Energy

NextEra Energy

OGE Energy

Otter Tail Corp.

PG&E Corp.

Pinnacle West Capital

Portland General
1
1

1

55.8%

47.5%

51 .0%

51 .7%

31 .0%

52.0%

34.6%

50.0%

47.2%

46.5%

43.8%

50.4%

54.7%

62.5%

45.0%

54. 1 %

53.5%

50.7%

59.0%

47.3°/o

59.6%

47.4%

48.2%

53.3%

50.0%

47.0%

53.7%

51 .4%

50.2%

49.7%

31 .4%

52. 1 %

34.9%

49.8%

46.7%

47.3%

40.8%

49. 1 %

54.4%

64.0%

45.8%

55.7%

57.6%

50.4%

57.0%

52.2%

59.7%

48. 1 %

47.3%

49.4%

52.5%

45.9%

55.4%

50.8%

48.9%

53.7%

32.2%

53.9%

37.3%

52.3%

46.2%

48.6%

43.6%

49.4%

53.4%

60.7%

42.9%

56.9%

57.9%

52.5%

60.0%

48.7%

59.6%

46.4%

49.4%

46.7%

50.0%

46.7%

56.3%

48.4%

49.4%

49.4%

31 .e%

54. 1 %

38.2%

51 .2%

46.2%

45.2%

42.9%

54.40/,

54.5%

61 .8%

40.9%

49.3%

54.4%

50.4%

55.4°/o

52.9%

61 .7%

45.6%

45.7%

49.6%

48.8%

46.7%

55.8°/o

49.5%

46.7%

50.9%

29.5%

50.4%

42.8%

48.7%

44.3%

48.8%

42.1 %

49.2%

50.7%

61 .1%

44.5%

49.2%

58.4%

49.3%

54.7%

47.0%

55.2%

47.1 %

49.6%

50. 1 %

46.0%

46.3%

55.7%

50.9%

49.3%

53.7%

32.6%

52.5%

393%

49.4%

40.6%

48.2%

46.4%

51 .6%

54.4%

60.4%

41 .8°/>

48.4°/o

54.0%

50.2%

55.9%

50.4%

57.9%

45.7%

49.2%

48.4%

50.1 %

48.9%

Public Service Enterprise

SCANA Corp.

Sempra Energy

Vectren Corp.

Westar Energy

Xcel Energy Inc.

49.8% 49.9%50.2%48.8% 49.5°/o49.5%Electric Sample Average

48.9% 48.8%49.1% 48.4% 49.9%48.5%Nuclear Subsample Average

49.6%49.4%49.2% 49.8%48.5% 49.2%Electric Sample w/o PWC

48.8% 47.8% 47.8%47.6%48.4%47.8%

1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

27

28

29

30

31

32

33

34 Nuclear Subsample w/o PWC

Sources:

Value Line Investment Survey - September 16 2016 (See Attachment 1)

Value Line Investment Survey - October 28 2016 (See Attachment 1)

Value Line Investment Survey - November 18, 2016 (See Attachment 1)
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Inflation Expectations
12.15.16

I

Latest Release Contact UsFAQS Archives

The Federal Reserve Bank of Cleveland's inflation expectations model uses Treasury yields, inflation data, inflation

swaps, and survey-based measures of inflation expectations to calculate the expected inflation rate (CPI) over the

next 30 years. The Cleveland Fed model is run every month on the date of the CPl release.

Latest Inflation Expectations Model Release (December 15, 2016)

The Federal Reserve Bank of Cleveland reports that its latest estimate of 10-year expected inflation is 1 .93 percent.

In other words, the public currently expects the inflation rate to be less than 2 percent on average over the next

decade.

Historical Data
1

Excel ® : This spreadsheet contains the inflation expectations model's output from 1982 to the
present. Output includes expected inflation for horizons from 1 year to 30 years, the real risk premium,

the inflation risk premium, and the real interest rate.

Archives: View previous releases of inflation expectations going back to January 2015.

How to Interpret the Data

We report 10-year expected inflation, which is the rate that inflation is expected to average over the next 10 years.

We also provide the model's estimates of the inflation risk premium, the real risk premium, and the real interest rate

(see the charts below and the Excel file above). The inflation risk premium is a measure of the premium investors

require for the possibility that inflation may rise or fall more than they expect over the period in which they hold a

bond. Similarly, the real risk premium is a measure of the compensation investors require for holding real (inflation-

protected) bonds over some period, given the fact that future short-term rates might be different from what they

12/19/2016https:// .clevelandfed.org/our-research/indicators-and-data/inf1ation-expectations.aspx
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expect. Both the real risk premium and the inflation risk premium can be interpreted as investors' assessment of risk.
In the case of the real risk premium, it is an assessment of the risk of unexpected changes in the real interest rate,
and in the case of the inflation risk premium, it is an assessment of the risk of unexpected changes in inflation.

i
In figure 2 below we compare the model's estimate of 10-year real interest rates against TIPS yields. The figure can
be interpreted as illustrating the importance of factors not in the model (taxes, liquidity, the embedded option) for the
TIPS market. As TIPS are not used in the model, it also serves as a simple out-of-sample test for the model.

Figure 3, yield curve, shows the model's estimates for expected inflation at horizons of 1 to 30 years at three points
in time: the current month, the previous month, and the previous year.

The Excel file also provides estimates of the 1-month and 1-yearreal interest rate. These estimates can be
interpreted as the actual interest rate, minus inflation, over the next month or the next year.

Resources

o

o

Inflation Expectations, Real Rates, and Risk Premia @ : This working paper provides the technical

details of the model.
Inflation: Noise, Risk and Expectations : This Commentaryexplains to a more general audience how

the model's estimates are better than alternative approaches.
A New Approach to Gauging Inflation Expectations : This Commentary explains how the model is

constructed and what it provides to a more general audience.

Charts
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Questions?

For additional information,contact us.
To receive an email when new inflation expectations are posted, subscribe to our alert.

Headlines

12.13.16
Community Stabilization Index >

Brett Barkley

12/19/2016https://www.clevelandfed.org/our-research/indicators-and-data/inflation-expectations.aspx
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Updated annually, the 2016 release of the Community Stabilization Index (CSI) shows improving housing
market conditions in metro areas across the Federal Reserve Fourth District. Our analysis this year also
features ongoing neighborhood development efforts in Canton, Cleveland, and Warren.Read More >

12.08.16

Broadband and Hiqh-speed Internet Access in the Fourth District >

Kyle Fee1Shruthi Arvin

This report documents the availability of highspeed internet access in the Fourth Federal Reserve District.
While our analysis clearly shows there is limited broadband access in rural parts of the Fourth District, it
shows that urban low- and moderate-income (LMI) areas also have limited access.Read More >

11.29.16

The Fed's Yield-Curve-Control Policy >

Owen F. Humpaqe

Because many central banks still face policy rates that are uncomfortably close to zero, they may consider
adding a long~term interest-rate target to their short-term target to give themselves "yield-curve control."
The Federal Reserve's foray into similar territory around the Second World War suggests doing so could
create constraints on monetary policy that are not easily removed.Read More >

SEE ALLUpcoming Events

12.01 .16

Financial Stability Conference

The conference will bring together academics, policymakers, and market participants to discuss financial and

technological innovations and their impact on financial stability.

12.07.16
The Communitv Reinvestment Act (CRA) for Communitv Based Orqanizations

This session is designed for those with limited knowledge of CRA but are eager to learn about the exam process. Basic

concepts and principals of the CRA will be covered.

© 2016 FEDERAL RESERVE BANK OF CLEVELAND

12/19/2016https://www.clevelandfed.org/our-research/indicators-and-data/inflation-expectations.aspx
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have tended to be inaccurate. Between 1984 and 2012, CBO, private-sector forecasters, and the
Administration all systematically overestimated the path of nominal interest rates just two years
into the future (coo 2015a).

Figure 5

10-Year Treasury Rates and Historical Economist Forecasts
Percent
8

7
.

2000v
2010

2015
9

l

\

6

5

4

3

2

1 \
W
l

0

1995 2000 2005 2010 2015 2020 2025
Note: Forecasts are those reported by Blue Chip Economic Indicators released
in March of the given calendar year, the median of over 50 privatesector
economists. Source: Blue Chip Economic Indicators, Aspen Publishers.

A central question in forming a long-run forecast is whether interest rates are statistically
stationary-i.e., whether they have a tendency to return to a definite long-run mean value or
average. To the extent interest rates are mean-reverting, the historical average may contain the
most useful information for projecting the longrun long-term interest rate. On the other hand,
if changes in interest rates are permanent (or at least, highly persistent), recent data may contain
more useful information about long-run interest rates than historical data. In general,
econometric tests suggest that real and nominal interest rates revert to their mean very slowly,
with close to unit root (non-stationary)9 properties." Tests for non-stationarity tend to be weak,
however, in that distinguishing between a true unit root and mean reversion with very high
persistence is difficult in a finite sample of data (Neely and Rapach 2008).

Economic theory strongly suggests that real interest rates are bounded, if not fully mean
reverting (as discussed in more detail in section II1).11 A high return on investment should trigger
a reallocation of resources from consumption toward capital accumulation, driving down the
marginal product of capital and the real interest rate over time. Similarly, a low return on

9 A time series is said to contain a unit root if its random changes contain a permanent component. In this case it is
statistically nonstationary.
lo Hamilton et. al. (2015) reject the hypothesis that the real interest rate converges to a fixed constant. The difficulty
in predicting the longrun real interest rate leads them to be skeptical of models, like the Ramsey model considered
below, that place a strong emphasis on the link between output growth and the real interest rate.
11 Even when interest rates are meanreverting, and therefore stationary in the statistical sense, they can be "trend
stationary," reverting to means that evolve deterministically over time rather than being constants. Thus,
stationarity of interest rates does not rule out the possibility that they trend upward or downward over long periods
as a result of somewhat predictable, secular economic forces.

1 1
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Fixed Income Chzrtbooki. RANMOND JAMES

Corporate Sector Spreads to Treasuries (hp)
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Corporate Sector Spreads to Treasuries (bp)
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Arizona Public Service Company

Test Year Ending December 31, 2015

Docket No. E01345A-16-0036
i
i

VIX INDEX

Analysis of Stock Market Volatility

as Measured by the VIX Index over the 12month period

December 2015 November 2016

i
i
lNumber

Trading Days

in Month

Number

Days Traded

above 20.0Time Period

Line

No.

Days Traded

above 20.0

Percent (%)

Monthly Activity
Monthly Monthly Average

High Low Close
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22.07 13.49 16.39 23.74%12Months (Dec. 2015 . Nov. 2016)

19614.7112.20 1519.45 7.65%9Months (March Nov 2016)

13214.5611.86 14 10.61%20.036Months (June Nov. 2016)
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Source:

Chicago Board Options Exchange (CBOE) VIX Historical Data for the 12month period December 2015 November 2016.

http://www.cboe.com/micro/vix/historical.aspx Downloaded: December 7, 2016.
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